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AFTERNOON SESSI ON
(Wher eupon the proceedi ngs were
herei nafter stenographically
reported by Carla Boehl.)

EXAM NER WOODS: Back on the record.

JAMES R SMALLWOOD

CROSS EXAM NATI ON ( Cont . ' d)

BY MR BOWEN:

Q kay, M. Smallwood, we left off before
lunch counting tie cables, if | can use that term
Coul d you pick up Ms. Schlackman's testinmony, direct
testinmony, Attachnment 2, and | ook at the configuration
that she shows on there for the case where the |LEC,
meani ng Ameritech, owns the splitter? Do you hav e
t hat ?

A.  Yes.

Q Okay. Now, first of all, do I understand
your testinony correctly to be saying that you are
recogni zing -- let me just ask you, how many tie cable
pairs are you recogni zing as being relevant in the
Ameritech-owned splitter configuration?

MR BINNIG | will object to the vagueness



10

11

12

13

14

15

16

17

18

19

20

21

22

310

of the question. | don't know what rel evant neans.
MR BOMNEN:. | will rephrase it.
Q Do you recall our discussion

before |l unch where you said you studied the cost of
two tie cables for a CLEC-owned splitter situation
but that got you fromthe MDF to the |DF?

A.  That's correct.

Q How many tie cables are you studying in
the case of Attachnent 2 which depicts when Aneritech
owns the splitter?

A. Again, inthis configuration that's
depicted here, the cost study that | amrepresenting,
the HFPL cost study, has a recurring cost for tw tie
cable pairs between the MDR and the IDF. And just to
be clear for the record and -- the depiction here is
such that we show each line, cross connect |ine, going
on in essence what is a different cable with a
different block. But it could be the case that you
woul d have a cable term nated to a bl ock and t hat
serves a hundred pairs, so you wouldn't necessarily
have distinct cables. But there is tw tie cable

pairs running between those franmes that would be
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utilized to provision the service.

Q Between the MDF and the |IDF, you nmean?

A. That's correct. That's what's captured
in the cost study.

Q And then whether or not you have studied
the cost of the additional signal paths, can you tel |
me how many nore tie cables you need to get fromthe
IDF to the CLEC coll ocation arrangenent.

A. Wen the splitter is installed, there are
tie cables that are required to carry the circuits
fromthe splitter rack to the IDF, and those are
depicted as the lines | abeled Data OE and CP on the
left, imediately to the left of the internediate
distributing frame or IDF. And so those three tie
cables would be installed at the tine the splitter is
installed and would carry circuits fromthe splitter
to the frane.

Q And in this configuration do you
recogni ze the costs of those three tie cable pairs as
being relevant to your definition of |ine sharing?

A.  The cost for those tie cables when we

install it, as | think | stated before |unch, would be
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when we devel op the cost -- when we devel op the
recurring costs for installing a piece of equipnent,
we start out with the material price fromthe vendor
Then we apply a factor to get the in-place cost that
captures the | abor and m scellaneous materials that go
into installing that equipnent. And that factor would
capture these tie cable costs in this case

Q Wit a mnute. So in your cost analysis
you don't study these as tie cables; you study them as
some kind of factor applied to investnent cost for the
splitter; is that your testinony?

A. Wen we install a piece of equipnment --

Q Wwell, | have a specific question pending
Are you recogni zing the tie cable costs as a factor
applied to the investnment cost of an Ameritech - owned
splitter or not?

A.  The mi scellaneous materials that go into
installing a piece of equi pment would be captured in
that factor, yes

Q Are tie cables mscellaneous equi pnent?

A It's part of the equipnent that's

required to install that.
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Q But are you in effect studying the costs
of three pairs as you just described themon this
drawi ng, one you call Data, one you call OE, and one
you call CP, running fromthe Aneritech splitter to
the IDF? 1s that the physical thing you are | ooking
at?

A. There is the tie cables associated with
that, there is the | abor associated with the
installation, there is shipping and handling
associated with the installation. | think if | can
refer you to ny testinony, at the second to the | ast
page, the question in nmy copy starts on the third page
in fromthe end which reads, "Both Ms. Murray and M.
Ri ol o provide several criticisns of Areritech Illinois
recurring and non-recurring cost studies for line
sharing. How do you respond?" And in the second
par agraph of the answer | describe the in-plant
factors that are devel oped for hardware and equi pnent.
And as it states there, that factor is a relationship
between total installed costs and naterial investnent
costs.

So when you buy a splitter, you buy the
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box and you buy the cards; there is other costs that
go into making that functional. 1It's just a box and
cards. It has to have cables to hook it up, it has to
have a rack to be nount ed in. And the nethodol ogy
that Aneritech Illinois has used as long as | am aware
of is to capture those costs by capitalizing them
through an in-place factor, an in-plant factor

Q So these are special tie cables that only
are used with the splitters you are installing then
some kind of special, unique tie cable?

A. | don't believe that's what | said, no.

Q They are not unique?

A. 1I'msaying that the costs are captured in
a different way.

Q W are tal king about the cables you are
studying, M. Snallwood. 1s there somrething special
about these cables that they aren't usual tie cable
materi al ?

A. W had this discussion, | think, before
t he break, and | told you that as far as | know there
is no difference. Froma technical perspective you

could ask Ms. Schl ackman. | don't know that there is
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any difference between those cables, other than they

serve a different purpose.

Q ay.

So if | wanted to count tie cables

in this configuration on Attachnment 2, whether or not

you are recogni zing the costs as a tie cable cost as

you use that termor as a capitalized adder to an

i nvestment cost of a splitter, there are five tie

cable pairs we are | ooking at here, right?

A Yes.

Q |Is there one nore then to get fromthe

splitter over to the CLEC, one nore tie cable in this

configuration?

A. There is the CLEC s col |l ocation cable

running fromthe DSLAMto the |IDF which, as you

referred to earlier

Q ay.

is the big fat cable.

And you use that to get the

signal, the data signal, fromthe IDF over to the

DSLAM in the CLEC s coll ocation arrangenent, right?

A. That's correct, yes.

Q So the total nunber of big fat cable

pairs, if | can use that term is six in this

configuration,

right?
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A.  Yes, that's correct.

Q Al right. Now, what if you don't have
an IDF in the configuration where Areritech owns the
splitter? How many tie cable pairs?

A. Again, you would elimnate the two
between the frame, so you would be left with six |less
the two four.

Q kay. And what if you have the splitter
that Ameritech owns assumed to be placed on the NMNDF
itself, froma costing standpoint how nany tie cable
pairs are involved there in total? Is it one?

A. Well, froma technical standpoint,
irrespective of costing, if you were to assune that
you were going to mount the splitter on the frame,
then there are no tie cables associated with that.

Q Wwell, you have to get the signal fromthe
MDF over to the CLEC s, right?

A Rght. Wwell, if you were to assune for
your purposes that you were going to nount it on the
MDF, which is not standard practice, you would have to
have a tie cable to carry the data signal back

Q So it would be one tie cable in total in
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my definition?

A. The collocation cable in your definition,
yes.

Q Al right. And if you were asked to
study the cost of that, it wouldn't be sonme kind of
special tie cable; it would just be a regular old tie
cable, right?

A. That tie cable again wuld be part of a
col l ocation arrangenent.

Q Just a regular old collocation tie cable,
right?

Yes, as far as | know.

I"msorry, | didn't hear you.

> O >

Yes, as far as | know.

Q Let's shift gears now, if you would, to
the next part of your testinony tal king about the
mont hly recurring Operation Support System or OSS cost
devel opnent. Can you turn to, | guess it would be,
your page 5? Do you have that?

A.  Yes.

Q Okay. Now, first of all, can you tell me

where in your attachments to your prefiled testinony I
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see the cost support for the nunber that you result,
that you get as a result for this? Is it in JRS-2,
for exanpl e?

A.  For the OSS nodification?
Yes.
No.
Wiere is it?

That woul d be --

o » O » O

In your prefiled, | mean.

A It's not inny prefiled. That's part of
the recurring cost study, and the only -- JRS-2 is the
non-recurring cost study.

Q Wy didn't you attach any cost support
for your reconmended costs for nonthly recurring GSS
costs?

MR BINNIG | will object to that as being
asked and answered this norning.

EXAM NER WOODS:  |s it the sane answer?
Because it's al ready been approved?

THE WTNESS: The answer , | believe, Your
Honor, was that it was filed as a part of the cost

support for the tariff.
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MR. BOVEN:

Q Okay. AmIl correct that the Conm ssion
in effect has never reviewed, |et alone approved, this
particul ar cost?

A. | don't believe that the Conmission has
taken it up yet.

Q And so it is found now in which exhibit
that you supplied today, the support for that nunber,

I nmean?

A.  The devel opnent of that cost is in
Exhi bit 4.2.

Q And can you point nme to a particular tab
or page there?

A. Tab 5, Tabs 5.2 and 5.2.1 are where those
costs are cal cul at ed.

Q D d you say that you wanted to apply the
shared and conmon cost factor to this or not?

A. That's in the rate devel opnent but, yes,
it has been applied.

Q If you turn with me to Rhythns Cross
Exhi bit Smal l wood 1 whi ch was your response to Rhythns

Dat a Request 37
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Do you have that?

Q W have discussed the second portion of

t he second study attached there. Could you turn back

to that, please? And am

correct that the sane

nunber, the sane dollar value, that you show on Tab

5.2 is also found in that Cross Exhibit Smal | wood 2?

A. That is correct.

Q So you haven't made any changes to that,

right?

A.  No.

MR BINNNIG So the record is clear, you said

Cross Exhibit Snal | wood 27

MR BONEN: I1'msorry, one. Thank you. And

your answers are the sane.

THE WTNESS: Yes.

MR BOAEN:

Q Al right.

want to talk to you about

your approach you used in estimating your particul ar

result here, M. Smallwood. And let's ook at Tab 5.2

of Aneritech Exhibit 4.2,

if we coul d?
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A Ckay.

Q Now, you have got -- first of all, you
have got a total cost nunber which | won't put in the
record that's referred to as Tel ecordi a Softwar e/ OSS
Upgrade Cost, correct?

A. That's correct.

Q And the source given is Product
Managenent ?

A.  Yes.

Q And then there is a | arge nunber that
follows that in the anount |ine?

A.  Yes.

Q Do you have any additional supporting
materials in your showi ng that shows where that cane
fromor how Product Management devel oped that nunber?

A. | believe there was sone supporting
docunentation for that nunber submitted in response to
a data request.

Q | am asking about your affirmative
showing in this case.

A It's not a part of my cost study, no.

Q Now, what about the line 2 entry, the
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total lines in service? AmI| correct that that's a
nunber that's pulled from Tab 5.2.1, the next
foll ow ng page?

A. That's correct.

Q And what is this? Is t his a forecast by
sonmebody of the nonthly take rates of |ine sharing?

A.  Yes.

Q And is this -- 1 see 1 through 36 on that
Tab 5.2.1; do you see that?

A, Yes.

Q Are the nunbers here sinply -- they are
not cumul ative; they are each nonth i ndivi dua
estimated total take rate; is that right?

A. That's correct.

Q Do you have anywhere in your affirmative
showi ng here, which nmeans not in discovery responses,
any additional support for these nunbers?

A. No. The cost study sinply contains the
mont hly forecast anount.

Q And can you describe for the record what
you intend to be occurring in line 3?

A. It's a factor developed to get a present
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entially, what we did was we took a net
ue of the forecasted lines to get a
rrent anount.

| understand that part. But what is P/F

36 nonths at 11.52 COM nean?

A
the source
a macro in
inatinmenp
present val

Q
that right?

A

Q
about the s
Remenber th
woul d cal |
i nvest ment

A

Q
do that als

A

It's a nunber that's generated from --
reference is to tinme value of noney. |It's
Excel, and you can plug in a cost of nobney
eriod and get a factor by which you can
ue a number.

kay. And the COMis Cost of Money; is

Yes.

One question | didn't ask you about,
plitter investnent nunber that you use.
at you testified that you roll up, what I
tie cables as materials into a tota
installed cost of the splitter?

Yes.

Do you also -- does the factor you use to
0 include HVAC and power assunptions?

The cost devel opnent for the in-place
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factor would cal cul ate power costs as a conponent of
the in-place factor. 1It's generally applied to
circuit equipnent.

Q And is the sane true for -- you
understand HVAC to be heating, ventilating, and air
condi tioni ng equi prent ?

A HVAC. In ternms of the devel opnent of
that, I can't -- | nean, | would have to go back and
| ook at all of the workpapers that support that.
don't have themhere with nme. But there would be -- |
woul d think that that would be a m scell aneous cost
that would be included in there as a part of the
devel opnent. Coul d be.

Q Normally, circuit equipnment is going to
require HVAC, right?

A.  Yes.

Q I thought it was the case that splitters
weren't powered equi pnent; isn't that right?

A. That's true; they are a passive device.

Q Now, let's cone back to your nost recent
chart of task times for the cross connect or the

junper effort which I think you will find back in Tab
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8.2.0 of Ameritech Exhibit Nunber 4.1

A, Ckay, |I'mthere.

Q I will ask you some nore detailed
questions on the closed record, but I want to ask you
some general questions now. You have on here a work
effort you recogni ze as a cost object of disconnect
cross wire. Do you see that?

A Yes.

Q Now, is that taking an existing voice
servi ce and di sconnecting the existing junper between
the vertical and horizontal side of the MF?

A, Yes.

Q Now, are you famliar with the manner in
whi ch Aneritech Illinois perforns its non-recurring
cost studies for retail services and the basis in
whi ch non-recurring charges are set for those efforts?

A. Cenerally famliar, yes.

Q So take a retail customer with the voice
service. AmIl correct that the non-recurring charge
that Aneritech Illinois inposes for |ocal service
i ncl udes both the junper job required to connect and

the junper job required to disconnect that service
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when the customer eventually | eaves?

A.  That would --

MR BINNIG Let ne object to the formof the
question. | think it's vague in t hat he hasn't
speci fied what charges he is tal ki ng about.

MR BOAEN. | think the witness was about to
answer the question, Your Honor, but | can try and
re-specify it, if you would Iike ne to.

EXAM NER WOODS:  See what kind of answer we
get .

MR, BONEN: Isn't that right, M. Smallwod?

THE WTNESS: Could you repeat it?

EXAM NER WOODS: | think he said he wants you
to repeat it.

MR, BOVEN

Q AmIl correct that on the retail side the
non-recurring cost of the initial junper install on
the MDF and the non-recurring cost of the eventua
di sconnect of that junper are both captured in the
non-recurring charge for retail service?

A. That may be the case. | nean, | would

have to go back and | ook at a cost study to insure
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that, I mean, to agree one hundred percent. 1It's been
awhil e since | have | ooked at the retail side.

Q So you don't know for sure?

A. Not off the top of mnmy head.

Q Do you know whether or not that's the
general practice of retail non-recurring cost studies
and charges in Aneritech?

A. Otentinmes that would be the case, yes.

Q | take it you will agree that it woul dn't
be appropriate froma cost anal yst perspective to
capture the same cost tw ce?

A No.

Q Let's assune, i f you would with ne, that
in fact the non-recurring charges for retail voice
service in fact are designed to recover both the
initial junper job to bring up the service and the
di sconnect junper job when the custoner |eaves retai
service; can you assune that with nme?

A.  Sure.

Q It's also possible, isn't it, that when
somebody deci des to disconnect a |ine-shared service

because, say, they are noving, they will disconnect
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both voice and data at the sane tine.

A. | nean, that scenario is conceivable.

Q In other words, when you nove from
Chicago to New York, you won't just disconnect one of
your services, you wll disconnect both of your line
sharing, right, because you are noving?

A. Correct. | mean, that would generally be
the case, | think

Q It wasn't a trick question.

A.  Yeah

Q Al right. 1 need to understand then, if
you assume with nme both those assunptions, that is
that the retail rate covers the disconnect of the
junper and that sonebody is moving, disconnecting both
the line-shared service and the voice, |ine-shared
data service and the underlying voice service, why is
it double accounting to capture a di sconnect cross
wire work effort as you have here in your anal ysis?

A Well, again | wuld have to | ook at the
full cost devel opnment of what you are referring to, to
insure that in fact the disconnect of the voice

service includes this particular line itemfor a
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retail custoner

Q | ask you to assume that, though, with

A. You asked nme to assune that they do both
di sconnects at the sanme tinme and that the disconne ct
is a part of the retail connect fee.

Q Yes.

A. But, again, you are asking ne to go a
step further and assune that that retail disconnect
fee has this work activity, this particular line item
in there. So -- because it's broader than that, could
conceivably in ny mnd be nuch broader than that. You
have cross connects out in the field that coul d be
part of a disconnect. So if we were to assune -- if
you are asking ne to go that other step and make that
assunption, then, you know, subject to check and | ook
at it, this one particular work step out of that
retail recurring rate or non-recurring rate for
di sconnect, if they disconnected at the same tine, one
particul ar step could conceivably be double
accounti ng.

Q kay. And just so we are clear, what we
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are tal king about here on this page is central office
junper work, not field junper work, right?

A.  That's correct.

Q And whatever happens in the field, in ny
exanpl e of asking you to assune the disconnect of the
junper, you understood me to nmean a central office
junper in that exanple, right?

A. Yes. The point I was trying to make is
is that, if | were to assune that di sconnect was a
part of the retail connect fee, then you have to --
there could be several work steps in that disconnect
component for that. So what we are |looking at, if |
go a step further and assunme that this particul ar
di sconnection of the cross wire is in that
non-recurring el enent on the retail side, it would
only be that one particular elenment that could show up
in both places, not the entire disconnect of a retai
servi ce.

Q | understand that, | understand that. W
are on the sane page. MNow, if you will conmpare with
me the nunbers that you see on Tab 8.2.0, that is the

m nutes estimates there, with the nunbers that you see
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on Rhythnms Cross Exhibit Smal | wood 2 whi ch was your
response to Covad Data Request Number 267

A. R ght.

Q Is it fair to say that, where there is a
change, it's always a downward change?

A.  Yes.

Q And if you look with nme at the Footnote
Nunber 1 on Tab 8.2.0, | take it that this footnote is
not confidential; is that right?

A Actually --

MR BINNIG They don't | ook confidential. I
will let the witness tell us if they are.

THE WTNESS: There is one nunber that the
revi sion was upward.

MR, BOVNEN:

Q Wiy don't you go ahead and tell ne which
one that was, which line iten?

A.  That would be the last Iine on the first
page of Data Request 26 which is entitled "Grcuit
Conpl etion and Order Closeout.” And it would be the
last line of the install part at the top.

Q Okay, | amw th you.
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A.  Ckay, but other than that, yes.

Q Now, if you look at Footnote 1 to Tab
8.2.0 in Exhibit 4.1, | amgoing to read that for the
record. It says, "lInstallation times have been
validated by the initial line-sharing orders received
during the SBC trial with the CLECs (5/30/00)," right?

A. That's correct.

Q Now, when you say validated -- strike
that. The nunbers you see on Cross Exhi bit Smal | wood

2 are all round mnutes or half mnutes, right, in one

case?

A, Yes.

Q And the nunbers that you see on Tab 8.2.0
are all -- many of themare in tenths of mnutes,
right?

A.  Yes.

Q So it sounds to ne |like somebody is
| ooki ng at sonme actual data instead of a SVE estimate;
is that a fair conclusion to draw?

A. Wen | spoke to M. Weinart about this,
he descri bed a process that they went through. And

this is a new service, obviously, so there isn't a
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hi storical perspective to go fromfor a subject matter
expert. And when he provided these initial estimates,
he thought that that would be the forward-I|ooking
estimate. And, in fact, according to M. Winart,
when they first started provisioning |ine sharing, the
times were significantly higher than what he had
estimated. And so he was sort of trying to anticipate
process inmprovenments as you would do in a

forward-| ooking study in these initial estimates.

And as a result of the line-sharing tria
whi ch he's been a part of, they were | ooking at how
they did their work and i npl emented some process
i nprovenents that drove them beyond what he thought
they could initially obtain, and he wanted to refl ect
that here to nmake sure that we captured the actua
costs. So we went back and revised it.

And | think that, you know, based on ny
conversation with M. Weinart, ny recollection of it
was that he was going out to different areas that he
visited and observing the work steps and getting sone,
in essence, what sone people would like to call tine

and notion studies, but he was goi ng out and wat ching
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these people, paying attention to his watch, and
wat ching the work activity, once they inplenented the
process inprovenents that they identified. So that's
what's nmeant by that footnote

Q kay. Now, you understand a tinme and

motion study to be something very particular; do you

not ?

A. | do, yes.

Q How woul d you describe a tinme and notion
study?

A Well, generally a tine and notion study
inm mndis -- it all depends on the |evel of
formality, | guess. | think of a very formal tinme and

notion study as an independent third-party being hired
intoidentify a series of work steps in a process
flow and going out with the clipboard and a stopwatch
and timng them | also understand in ny mind a tine
and notion study to be particularly effective and
applicable in situations where the work steps do not
vary significantly. [If your sanple is |arge enough
you can elimnate some of the bias and the

variability.
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But, for exanple, if you are in a

manuf acturing setting and, you know, there is a
production line rolling by. And every tine a work
pi ece cones in front of a guy, he's got to push a
button to stanp some netal or sonething, so how fast
is the line nmoving, how quickly does he respond to
push the button, and you can clock that over and over
again. Tine and notion studies, it's ny understandi ng
that they are |l ess effective when you have variety in
work steps, where it's not as rote and routine. But,
general |l y speaking, a time and notion study is soneone
goi ng out and stopwatching with a stopwatch and a
clipboard to record tines

Q And you mentioned sanmple size, | take it
one of the conponents of a valid tinme and notion study
is a large enough sanple to be vali d, given the data?

A Well, froma statistical perspective, of
course, you have to have sufficient sanple size

Q So you wouldn't say a sanple size of one
woul d be enough for a real time and notion study,
right?

A. No, not froma statistical perspective.
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Q You said the actual answer in part was, |
think if I recall it right, was sone would call it a
tinme and notion study but you wouldn't call it that,
woul d you, what M. Winart did?

A. | don't know how many -- in our
conversation he didn't go into extrene detail about
how formal he was in docunenting it. W were playing
phone tag back and forth for a few days, so | --

Q Dd he ask -- I'msorry, go ahead

A.  He went out and was | ooking at these
processes and i nprovenents and what tines that he
t hought they coul d achi eve, and based on the
reductions that he had achieved on a forward -1 ooki ng
basi s he gave ne these tinme estinates.

Q He didn't tell you that he used a
stopwat ch, did he?

A No.

Q He didn't tell you what his sanple size
was, did he?

A. No. | haven't portrayed this as a tine
and notion study, though.

Q kay. Wll, do you know -- the reference
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here to the footnote is the initial line-sharing order
received during the trial. D d | read that right,
Footnote 17

A, Yes.

Q So do you know if any orders were
processed during the initial line-sharing trial in
Il'linois?

A. No, | don't.

Q Do you know how many of fices were
invol ved? Was it one? Wasn't it one office invol ved
inthis trial?

A. | don't know That doesn't seemto
conmport with what | have heard in conversation

Q Does two sound right?

A | don't recall.

Q Well, do you know how nany orders were
processed i n whatever nunbers of offices were invol ved
inthe trial?

A No.

Q And these woul d have been the very first
installs of junpers, right, in the trial?

A It would have been as of what he had
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observed through the nonth of May. | nean, | think
the inportant thing to keep in mnd is that what we
have tried to do is go out and -- you know, we are in
the process of inplenenting a conpletely new service.
Agai n, which technician is it -- a technician like
M. Winart or a central office engi neer by
M. Winart is informed by 25, 30 years of experience,
what ever he has, but he doesn't have any experience
with this particular service. And it's his
responsibility to provide subject matter expert inputs
for these cost studies. And so in order to start the
devel opnent back in February, we had to get sone
estimates. And that's what he gave us, based on what
he thought on a forward-I| ooking basis our technicians
woul d be able to achieve. The subject matter expert
then went back and tried to further refine his
estimates by being informed with what they had
experienced in the real world in provisioning this. |
think the adjustnent is wholly appropriate to nake.

Q WwWell, isn't what really is happening here
is that your SME with 25 years of experience was w ong

on the high side in his estimations in every case but
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one?

A.  There were sone adjustnents nade, yes
He reduced those tines.

Q He was wong in every case but one on the
hi gh side, wasn't he?

A. Is that the way you choose to
characterize it, yes

Q Gkay. Now, there is nothing special
about these junper jobs is there? Taking off a junper
i nvol ves sayi ng what's ny bindi ng post appearance on
each side of the frame, and then pulling off the wire
bet ween those two binding posts; isn't that right?

A, If you want to ask specifics about the
process used to run junpers, | think you probably
ought to ask Ms. Schlackman. | have never been a
central office technician. So | really don't -- |
mean, | have been in the CGs, | have seen it in terns
of how they are put down. But day-to-day what they do
and how they run them that's -- | can't speak to that
| evel of technical expertise.

Q D d you ever see a frane tech run a

j unper j ob?
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A Yeah. Well, | have seen themin the
process. | don't know that | have gone -- | have gone
on COtours and | ooked at different pieces of
equi prent and work steps, but | haven't had the tine
or opportunity to spend a whol e day and, you know,
watch themstart to finish.

Q | must have m sunderstood your testinony.
I thought you were saying that there was something
speci al about these junpers that woul d have caused
M. Winart to ms-estinmate the tines required to
performthem You weren't saying that, right?

Not hi ng speci al about these junper jobs that you are
awar e of ?

MR BINNNG | think it's been asked and
answered, and | will object on that basis.

MR. BOAEN: Actually, it has not, Your Honor.

EXAM NER WOODS: | think it does
m scharacterize his testinony, though. | think what
he said was it was a new service. | don't think he

said there was anything special about it. He said it
was a new service for which they had no data.

MR. BONEN: Ckay, | will re-ask.
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Q You are not asserting, are you, based
on your own personal know edge, M. Snallwood, that
there is something uni que associated wi th the kinds of
junper jobs you are describing here because this is a,
as you call it, a new service?

A. Wll, as a relati vely non-technica
person, sonmeone who hasn't done this, if you take a
situation where a technician's day-to-day job is
general ly running voice circuits and then you
i ntroduce a new service where he is now di sconnecting
his voice circuit and running to a tie cable and back
fromanother tie cable and then going to another frane
and establishing junpers on that franme, | could
concede that it's a different work process they have
to accommodate in order to establish a line-sharing
arrangenent. | nean, that's sort of a lay person's
perspective. | can see where it would be different.
But, again, if you want to ask real technica
questions, | don't think that 1'mthe expert to ask
about that.

Q I will ask real technical questions of

Ms. Schl ackman. | am aski ng you whet her, based on
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your personal know edge, you are asserting sone
different technical basis for these kinds of junpers
based on your assertion that this is, as you call it,
a new service or not, your personal know edge?

A. | don't have the personal know edge to
base that on so, no.

Q Now, you are also aware, are you not,
that M. Riolo provided perhaps |ess detail but
simlar tine estimates for junper jobs in this case?

A. | amaware that he has provided technical
testinmony, yes.

Q Have you had a chance to conpare the
results of M. Winart's re-estinmation based on actual
experience with this so-called new service with
M. Rolo s estimates of junper job tinmes?

A. | have not nade that conparison, no. |
didn't go back.

Q If you were to find out that those two
nunbers, that is M. Winart's revised nunbers and
M. R olo' s single original nunber, agreed within a
few percentage points, wouldn't that nmean that

M. Rolo was right all along?
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A.  Yes, | suppose that it would, M. Bowen.

Q Okay. Al right. Now, if you | ook near
Footnote 2 on that sane page, Tab 8.2.0, | will read
that for the record, it says, "D sconnect times have
been updated to match ex pected di sconnect tines when
conpared to the validated installation tines. The
di sconnect tines were eval uated by technical staff
with the appropriate relationship in tine lines,"”
again the same date as Footnote 1, 5/30/00, do you see
t hat ?

A.  Yes.

Q | want you to translate that into ny
version of english, if you wouldn't mnd. Do you nmean
that you didn't have any actual disconnects to | ook at
inthe trial period and so you are using the installs
as a proxy for the disconnect tines?

A. | think that would be a reasonabl e
translation. They are setting up circuits for the
line-sharing trial and, as | have testified, based on
that experience the subject matter expert revisited
this and revised the install. And in doing so, he

revi sed the di sconnect based again on that experience.
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Q Well, without recording the actua
nunbers, if you look with ne at the five junper jobs
at the top part of Tab 8.2.0 in the category
"Establish Crcuit CGross Connects,” and conpare those
with the five disconnect jobs under "D sconnect
Crcuit Cross Connects"” in the lower half of the page,
the nunbers are the sane, right?

A.  Yes.

Q Does that nean that Footnote 2 neans that
you are assunming that it takes the sane anmount of tine
to disconnect a junper as it does to install it?

A. Essentially, yes.

Q Al right. Now, if you look with ne at
your prefiled direct, verified statenment, where you
state at page 7, | believe, where you are asked the
question, "Please explain the nature of the
corrections required to Aneritech Illinois’
non-recurring cost study for line sharing,"” and you
talk with the three assunptions there?

A.  Yes.

Q Now, on the second two of those, the ones

we have al ready di scussed, that is the splitter
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ownership in the second case -- let ne ask the
question nore clearly, I"'msorry. The first
assunption that you are changing is a change in the
assuned type of splitter line cards that Ameritech
will install inits, Areritech's own, splitter, right?

A.  Correct.

Q And that nodification is to have a test
access jack on the card itself?

A.  Unh-huh, yes.

Q As opposed to a separately-wired test
access point; is that right?

A, Yes.

Q And that reduces the nunber of junpers by
one?

A. That is correct.

Q Al right. And by one, fromsix to five
total junpers, right?

A. That is correct.

Q And the second nodification, can you just
explain that for the record to ne, what you are
changing in ternms of your assunptions?

A. The second nodification relates to
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splitter ownership. And this nodification was
recogni zing that, if the CLEC owmns the splitter,
rather than cable the data | ine out of the splitter
back to the frame for cross connection or junper
connection back to their collocation cable, they would
simply hard wire out of the splitter to their DSLAM
and, therefore, wouldn't require a junper at that
point for their data |ine.

Q And that reduces the nunber of junpers
fromfive to four in that scenario, right?

A. In the event that it's CLEC-owned, yes.

Q And then, finally, is the addition of the
| DF assunption in 20 percent of the central offices,
right?

A, Yes.

Q And that reduces the cost connect junpers
to three when you own the splitter and two when we own
the splitter, right?

A. That's correct, in the event that there
is not an |DF.

Q Thank you. Could you turn now to your

question and answer addressing Ms. Miurray's testinony.
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In the question that begins at pages 15 of 27 of her
testinmony, Ms. Miurray argues that no increnmental costs
of the loop should be allocated to the high frequency
portion of the | oop; do you see that question?

A.  Yes.

Q And you say you agree with Ms. Mirray
that any allocation of |oop costs to service providers
in a line-sharing arrangement is necessarily
arbitrary; do you see that?

A.  Yes, and that reflects the FCCs --

EXAM NER WOODS: M. Smal | wood, we have got a
ot of witnesses to get through today. So | think
when you get asked a yes or no question, it would be
better to just answer yes or no.

THE WTNESS: Certainly, Your Honor.

MR BOAEN. Just a second, | will get to the
real question here now

Q You then testified, to use your
terns, that a reasonable allocation is to split the
cost of the | oop between voice and data 50/50, right?

A. That's ny testinony, yes.

Q Is that your conclusion that it's
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reasonabl e as a cost anal yst or your personal opinion
or what sonebody el se told you?

A, \Well, that was a pricing decision that
was made, and | support that pricing decision. From
an economni ¢ perspective, you cannot allocate costs on
a shared facility. And, as Ms. Murray and | agree,
any allocation is arbitrary. Assum ng that we get
al l ocated a hundred percent and the CLEC gets zero
percent is arbitrary. It would be just as arbitrary
for us to say zero for us and a hundred percent for
you. And | think what we have done is made, what we
perceived to be, a reasonable allocation that each
provider sharing that facility would incur half of the
cost .

Q Well, would an allocation of 60/40 be
arbitrary?

Certainly.

What about 70/ 307?

Any allocation would be arbitrary.
I ncl udi ng 100/0 or 0/1007?

Absol utely.

o »>» O » O »F

Al right. So 50/50 is arbitrary too
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then, right?

A Yes, it is.

Q Could 60/40 be reasonabl e?

A. | think that if -- | think that when
there are two service providers sharing a facility, |
think that it's reasonable for each one, in ny mnd
it's reasonable, for each one to bear half of the
cost. If you are going to go beyond that and try to
come up with some other split, you woul d have to have,
in nmy mnd, sone |ogical basis for doing that. |
think that, as | recall, the FCC specifically rejected
val ue of service pricing, for exanple, but that would
be one way to do it. That has historical precedent.

Q But you think 50/50 is reasonabl e because
of why? Because you are dividing by two for two
servi ces?

A. If there are two people sharing a
facility, two service provider conpanies sharing a
facility, it seenms reasonabl e that each conpany woul d
bear half of the cost of that facility.

Q Seens reasonable to you, you nean?

A Yes.
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Q Do you have any ot her basis besides what
you have just stated for your belief that that's a
reasonabl e al | ocati on of those costs?

A. | think it has precedent in the
SBC/ Aneritech nerger order where they ordered us to
al l ocate 50 percent of the |loop cost to ASI in the
event that we engage in |line sharing.

Q Could 60/40 be reasonabl e?

A. Are you asking ny opinion, if any?

Q No.

A. Thereis -- 1 think I have testified any
allocation is arbitrary.

Q Yes, we went through that part. Now
what's the reasonable part? Could 60/40 be
reasonabl e?

A. Wth you paying 60 and us payi ng 40,
sure.

Q I didn't specify which way that split
went. Ckay, let's do that one. Do you think us
payi ng 60 and you paying 40 is reasonabl e?

A. No. | think that the pricing proposa

that we put forward is reasonable.
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Q [It's the only reasonabl e proposal, you
thi nk, of 50/50; everything else would be
unreasonable; is t hat right?

A. There are shades of gray, but | think
that this is the nost reasonable.

Q So others could be reasonabl e?

A. | don't think so but -- you know, it
calls for a personal conclusion, no.

Q Wwell, it's your testinmony, M. Smallwood.
You said it was reasonabl e?

A. No, it wouldn't be.

Q The only reasonable split is 50/507?

A, Yes.

Q Now, you nentioned the First Report and
O der of the SBC?

A.  Yes.

Q Are you thinking of these | oop costs, as
being the technical term is a joint cost or not, if
you know?

A. It would be a shared cost between the two
ser vice providers.

Q Do you know what a joint cost is?
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A. Joint cost could be -- that termcoul d be
used.

Q Do you know whet her or not the FCC
addressed joint costs in the First Report and Order?

A I'msure that somewhere in there that
they di d.

Q Do you recall them saying what the proper
range of recovered mechani sns for joint costs mght
be?

MR BINNIG Well, | amgoing to object to
that question. |If we are going to get specific about
a thousand- page order and ask for his recollection, I
think it's fair that he be given a copy of the First
Report and Order.

EXAM NER WOODS: | think the question is does
he recall. | think he can say yes or no.

THE WTNESS: No, | don't recall

MR, BOVEN

Q Okay. You are not asserting that
anywhere in that First Report and Order the FCC says
it woul d be okay to recognize or allocate nmore than a

hundred percent of joint costs, are you?
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A. As | have said, | don't recall. |
woul dn't think that they would have said that.

Q And you wouldn't -- as a cost analyst you
woul dn't propose that kind of outconme, would you?

A. Cenerally, no, that wouldn't be.

Q Wwell, specifically, in this case you
woul dn't propose that intentionally, would you?

A No.

Q Wwell, I will ask you to assune that the
monthly recurring cost of a loop is currently
recovered in full fromthe totality of services that

currently use that loop. Can you assune that with ne

in Illinois?
A.  Yes.
Q I will ask you to assune also that |Ii ne

sharing on that |oop begins. Can you assume that with
me?

A.  Yes.

Q Aren't you seeking to recogni ze that same
50 percent of that same joint cost in the costs you
think are relevant in the |line-sharing context?

A. W are seeking to recognize that -- we
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are seeking to recognize that there is -- the FCC has
stated that there is a cost, there should be a cost,
associated with every function used to produce an

element. And we are trying to recognize that the CLEC

has -- you know, they are using an elenent, and there
shoul d be sonme costs with that. |If you are asking ne
to -- we are not -- in answer to your question, if you

were to assune that the |l oop costs are being fully
recovered and are we still going to seek that the CLEC
bears some costs, yes

Q Doesn't that violate your statenent that
you woul d never intentionally seek to recogni ze nore
than a hundred percent of the joint costs?

A. | was goi ng based on your assunption

Q Rght. |If ny assunption is true,
woul dn't that violate your agreement that you woul d
never intentionally seek to recover nore than a
hundred percent of a joint cost?

A. I n a technical sense, | suppose it would,
yes.

MR. BOAEN:  Your Honor, | think | amready to

go into the in canmera portion of the record
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EXAM NER WOODS: | m ght suggest that -- do
you have any cross of this wtness?

M5. FRANCO- FEI NBERG | do, Your Honor

EXAM NER WOODS:  |s it extensive?

M5. FRANCO- FEI NBERG | woul d say about a
hal f an hour, 45 m nutes.

EXAM NER WOODS: M. Reed, do you have cross?

MR REED: Based on what | have heard now, |
probably may want to ask a couple of clarifying
questions, very, very de m nunus.

EXAM NER WOODS: |s any of yours going to be
confidential ?

MS. FRANCO- FEI NBERG.  No

EXAM NER WOODS: Let's go ahead and finish up
the cross and then we'll do all the confidential stuff
at once.

CRCSS EXAM NATI ON

BY MS5. FRANCO- FEI NBERG

Q Cood afternoon, M. Snallwood. As I
thi nk you heard yesterday, ny name is Felicia
Franco- Fei nberg and | am here representing Covad

Conmuni cations. | just want to ask you a series of
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questions that | have that will build on M. Bowen's
questions as well. Just a nonent. Wbuld you agree
with me, M. Smallwod, that TELRIC applies to the
pricing of the high frequency portion of the | oop UNE,
I think what the SBC terns the HFPL UNE; is that
correct?

A It's been defined as a UNE, and TELRIC
woul d be the relevant cost froma pricing standard,
yes.

Q And TELRICrequires rates to be based on
the [ owest cost network configuration; is that
correct?

A, Yes.

Q And if I understood your testinony,
previously Ameritech's ILEC-owned splitter
configuration assunmes that the splitter is |ocated
sonewhere other than the MDF; is that correct?

A. That's correct.

Q And are you aware, M. Smallwod, that US
West has agreed to provide an I LEC-owned splitter
configuration in which the splitter is nmounted onto

t he MDF?
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A. The material that | have read related to
that question suggested that as a | ast case resort, if
there was no other space available in the centra
office, US West woul d agree to that.

Q And are you aware that US West has agreed
to provide a splitter configuration i n which the
splitter is nmounted on the MDF?

MR BINNIG | think it was asked and
answer ed.

EXAM NER WOODS: Do you nean in a specific
case?

M5. FRANCO- FEINBERG No. | nean, | didn't

know i f your hesitation was the phrase "ILEC-owned" or

just "a," whether he is aware of any splitter
configuration, whether it is |ILEC-owned or CLEC-owned.

THE WTNESS: | amnot famliar with the
details of it beyond what | have stated.

MS. FRANCO- FEI NBERG

Q And in your cost study that you
presented, both | guess with your testinmony as well as

the revised cost studies that are presented here

today, you did not conduct any analysis of the cost of
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an | LEC-owned splitter configuration in which the
splitter is nounted or located, I'"msorry, on the NMDF
is that correct?

A. That's correct. W don't consider that
to be a forward-| ooking configuration

Q kay. M question is, does your cost
study consider that or does your cost study do an
anal ysis of that configuration?

A No.

Q | think you addressed with M. Bowen that
Ameritech's proposed | LEC-owned splitter configuration
requires the replacenent or removal of, | think you
said, five junpers; is that correct?

A.  For an | LEC-owned configuration?

Q Yes, an ILEC-owned splitter

A. There is five placed; there is one
renmoval

Q Thank you. And I think you also
indicated that Ameritech's proposed |ILEC-owned
splitter configuration requires two tie cable pairs;
is that correct?

A. That is correct, fromthe MDF to the |DF
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Q And I think you al so addressed with
M. Bowen that, if the splitter was placed on the NDF,
there would be fewer junpers required; is that
correct?

A.  There would be fewer. Yes, there would
be fewer junpers required.

Q And would the -- if the splitter were
pl aced on the MDF, would there be two junpers
requir ed?

A If it was a CLEC-owned.

Q And, again, with an ILEC-owned splitter
pl aced on the MDF, that would only require one tie
cable; is that correct?

MR BINNIG Let nme just object. | thought
the prior question was about junpers and then this
question is about tie cables. | just want to make
sure --

M5. FRANCO- FEI NBERG  Yes, that's correct.

THE WTNESS: If the splitter -- |I'msorry,
could you repeat your question?

MS. FRANCO- FEI NBERG

Q M question is, for an |ILEC-owned
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splitter configuration, if the splitter is |ocated on
the MDF, there would only need to be one tie cable; is
that correct?

A If it was nounted on the MDF, then it
woul d be essentially the sane configuration as if the
CLEC had an integrated splitter inits DSLAM And
think that would require two tie cables. One would be
the tie cable of the type that's captured in ny study
going frame to frame. The second would be the
collocation tie cable fromthe IDF to the collocation
arrangenent, assumng that there was an | DF where the
col | ocati on arrangenent term nated.

Q | think what you indicated when M. Bowen
was questioning you earlier is that the second tie
cable, the collocation tie cable, would not be in your
cost study?

A.  That's correct.

Q So for purposes of your cost study, if
you woul d anal yze an I LEC-owned splitter |ocated on
the MDF, there would only be one tie cable?

A.  For ny cost study purposes in this rate

elenent, that is correct.
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Q Okay. So it's correct, isn't it, that
your testinony and your cost study fail s to consider
the reduced nunber of tie cables associated with the
MDF- nmount ed | LEC-owned splitter configuration that we
were just discussing?

A.  The cost study is developed assum ng the
uni verse of services that we offer. And when we
designed the forward-1ooking design, we went with a
renote splitter configuration, rack nmounted. So, no,
it's not in the cost study.

Q So the answer to nmy question is no, you
didn't consider that?

A. That is not a part of the cost study.

Q Thank you. And would you agree with ne
that each extra placenent or renoval of junpers adds
addi tional cost to the configuration?

A.  Yes.

Q And would you agree with ne as well that
each extra tie cable adds additional cost to the
configuration?

A. There is a cost for tie cables, yes.

Q M. Smallwood, you are an enpl oyee of SBC
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Tel ecommuni cations; is that correct?

A.  Yes.

Q And you are not now an enpl oyee of
Anmeritech?

A No.

Q And Anmeritech is a wholly -owned
subsidiary of SBC at this tinme?

A. O SBC Corporation.

Q O SBC Corporation; is that correct?

A.  Yes.

Q And there are no other conpanies that own
Ameritech other than SBC Corporation, are there?

A. Not that |I'maware of.

Q You may be surprised in any event. And
you have never been an enpl oyee of Ameritech at any
time, have you, M. Snallwood?

A.  No.

Q As an associate director of cost analysis
and regulatory -- | think that's your title; is that
correct?

A.  Yes.

Q You are famliar with the cost support
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I LECs have filed or file for federal access tariffs,
aren't you?

A. | amaware of the filings of other ILEGCs,
yes.

Q Thank you. And is it correct that those
cost studies nust identify all the direct costs of
providing the tariff ed service?

A.  Yes, they were there as a long run
increnental cost study to establish a price floor

Q So it is correct that they identify al
the direct costs of providing the service?

A. The direct and increnental costs.

Q Andisn't it also true that direct costs
are those costs that are directly caused by the
service? |s that true?

A.  Yes, an increnental costing nethodol ogy
is a direct cost causation.

Q Thank you. In fact, it's true that the
FCC said that the |i ne sharing -- in the Line Sharing
Order the direct costs are conparable to increnenta
costs; | think you indicated that the direct costs are

increnental costs in fact; is that true?
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A, Increnmental costs are direct costs in
nature, yes

Q M. Smallwood, you are famliar with
SBC s federal access tariff for ADSL service, aren't
you?

A | amfamliar with the Sout hwestern
Bel | - Texas filing.

Q And Sout hwestern Bell Tel ephone Conpany,
SWBT, is also owned by SBC Corporation; is that
correct?

A. That's correct.

Q In the Southwestern Bell federal access
tariff for ADSL, which you indicated you are famliar
with, did that tariff attribute any costs to the high
frequency portion of the |oop?

A. No, it did not.

Q. And, M. Smallwood, as far as you are
aware, Anmeritech has no current plans to reduce the
rates for its voice services when a CLEC uses the high
frequency portion of the loop; is that correct?

A. That's correct.

Q Again to refer back to the Southwestern
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Bell federal retail tariff rate ADSL that you referred
to, did that tariff attribute any direct cost for the
tie cables that carries the voice traffic only between
the splitter and the franme?

A Of the top of ny head I don't recal
ri ght now.

Q Didit attribute any cost -- did the
retail tariff attribute any direct cost for the tie
cable that carries the voice traffic between the |IDF
and the MDF?

A. Again, without the study in front of ne
toreview, | don't recall off the top of ny head. |
woul d have to | ook at the specific costing conponents.

Q Before SBC created ASI or AADS, it
directly offered DSL service; is that correct?

MR BINNIG Well, | amgoing to object to
the formof the question. It assunes a fact that is
not in evidence. That's wong that SBC created AADS

M5. FRANCO- FEINBERG | will rephrase ny
questi on.

Q Before SBC created ASI, which is a

Sout hwestern Bell data affiliate, is that correct,
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SBC s data affiliate, is that correct?

A.  Yes.

Q So before SBC created ASI, it directly
offered DSL services; isn't that correct?

A.  SBC doesn't offer data services.

Sout hwest ern Bel | Tel ephone Company of fered data
servi ces.

Q So before ASI existed, Southwestern Bell
directly offered DSL services; isn't that correct?

A.  Yes.

Q And Southwestern Bell used a splitter
that's integrated into its DSLAM isn't that correct?

A.  That's ny under st andi ng.

Q Anintegrated splitter requires atie
cable to bring the voice signal back to the switch
after it's passed through the splitter; is that
correct?

A. Yes. Fromwherever the DSLAMis | ocated,
if the splitter is integrated, there would have to be
some cabling required to carry the voice circuit back
to the point of term nation.

Q Yes. So your answer is yes?
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A.  Yes.

Q Thank you. Gkay. And in the
Sout hwestern Bell federal ADSL tariff was any direct
cost -- I'msorry. Didthat retail study attribute
any direct cost to any of the cross connects or
junpers, whichever termyou choose to use, required to
provi de ADSL service across the existing voice | oop?

A. I'msorry, could you repeat your
questi on?

Q Sure. In the Southwestern Bell Tel ephone
federal ADSL retail tariff that you indicated you are
famliar with, did that study attribute any direct
cost to any of the cross connects or junpers required
to provide ADSL service across the existing voice
| oop?

MR BINNIG Let ne object to the vagueness
because one thing M. Bowen was very cl ear about was
cross connects is often used generically to
di stingui sh between junpers and tie cables. This
question asked for junpers or cross connects.

M5. FRANCO- FEINBERG | will be happy to

clarify subject to M. Bowen's definition
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Q I don't knowif you need ne to repeat
the whol e question. Wy don't we have this question
focus on junpers, whether or not the retail tariff
attributed any direct cost to the junpers required to
provi de ADSL service across existing voice |oops?

A.  Again, without |ooking at the study, the
non-recurring cost component of that, |I don't recall.

Q M. Bowen al so asked you about
Anreritech's proposed OSS charge?

A.  Yes.

Q And | think you indicated that you have
no supporting docunentation regarding that charge in
your cost study; is that correct?

A. That's correct. | nmean, well, that's not
conmpletely correct. The nonthly forecasts that
support that devel opnent are item zed in the cost
study by nmonth. But the supporting docunentation for
the dollar anmount in there was not included as an
attachnment to the cost study.

Q So there is no docunentation regarding
the vendor costs; is that correct?

A. Not included as a part of the cost study.
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Q And in your cost study are parties able
to determ ne whether the vendor costs for the GSS
upgrade are attributable to different CLECs or to AADS
or both? |Is there a way to do that?

A. Not with what's in my cost study, no.

M5. FRANCO- FEINBERG If | can just take one
nmonent ?

EXAM NER WOCDS:  Sure.

M5. FRANCO- FEINBERG Can | just return for a
nmonment back to Southwestern Bell's retail tariff for
ADSL services?

EXAM NER WOODS: It's your cross.

M5. FRANCO- FEI NBERG  Thanks

Q You have indicated that you coul dn't
recall whether in fact there was a direct cost for a
junper or a direct cost, | think you indicated, for a
tie cable?

A. That's correct.

Q If there was a direct cost, would it be
in that Southwestern Bell retail tariff for ADSL?

A. Again, | don't recall what was in that

tariff or the cost, nore specifically, the cost study
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supporting it. | would have to review that in order
to determ ne the exact cost configuration, the design
that went into that.

Q M question is, the answer to nmy question
would in fact be in the retail ADSL tariff; is that
correct?

EXAM NER WOODS: | don't understand. Are you
aski ng whet her or not you can |ook at the tariff and
there is a specific set out for tie cables and
j unper s?

M5. FRANCO- FEI NBERG | am sayi ng, ny
question is if there was a direct cost. M question
is, if there is a direct cost, the answer woul d be,
whether there is or isn't, would be in that federa
retail tariff.

MR BINNIG The tariff or the cost studies
supporting the tariff?

M5. FRANCO- FEI NBERG Oh, | believe in the
cost studies supporting the tariff.

EXAM NER WOODS: I think that is a question
you can answer. |If there is a direct cost, would it

be reflected in the cost study.
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M5. FRANCO- FEI NBERG  Yes, thank you for that
clarification which is nmuch clearer than ny origina
questi on.

THE WTNESS: A Assumi ng that the design
consi dered was the sanme, then the cost woul d have been
devel oped the sane. It's ny recollection that the
met hodol ogy used in that cost study was substantially
different fromwhat we are doing here today.

M5. FRANCO- FEI NBERG ~ Your Honor, Covad woul d
|l ook to renewits request for the federal retai
tariff that Southwestern Bell provided to the FCC for
the cost study, | should say nore precisely.

MR BINNIG | don't understand what the
rel evance is.

EXAM NER WOODS:  Isn't that a public record?

M5. FRANCO- FEI NBERG  The cost study is not
public.

MR BINNIG | don't know whether it is a
public record or not, but ny objection is as to the
rel evance. The ILEC is the subject of this
arbitration. It is Areritech Illinois. [It's an

uncontroverted fact that Anreritech Illinois has never
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provided a retail DSL service.

M5. FRANCO- FEI NBERG And | think SBC has
prepared the cost studies that are at issue here.

MR BINNIG SBCis not the incunbent LEC

M5. FRANCO- FEI NBERG. | think we have
established that SBCis the entity that has provided
and prepared the cost studies here. And the FCC has
indicated that the federal retail tariff is the best
evidence as to what the direct costs for the services
are. And | think we have the right to see that
evi dence at this tine.

EXAM NER WOODS: And what's that going to
prove for our case?

M5. FRANCO- FEI NBERG  Covad bel i eves t hat
access to the cost study will establish what SBC
believes in fact are the direct costs for providing
DSL services across existing voice |oops.

EXAM NER WOODS: On the interstate basis.
Because it's an interstate tariff, right?

M5. FRANCO- FEI NBERG  That's correct. But
the FCC said that --

EXAM NER WOODS:  You just lost me. Look, I'm
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sorry, because it's an interstate service, it's apples
and or anges.

M5. FRANCO- FEI NBERG | di sagr ee.

EXAM NER WOODS: Wl |, okay, but you have got
my ruling. No.

M5. FRANCO- FEI NBERG It's ny under st andi ng
that all DSL services are interstate. So the DSL
service that we are providing, those would be
interstate, it's ny understanding. So it is in fact
an appl es to appl es conpari son.

VR DEANHARDT: Your Honor, if | can address
that, we can provide the authority that establishes
fromthe FCC that all DSL services are interstate.
It's a Bell Atlantic decision that | don't have the
cite off the top of ny head.

EXAM NER WOODS: Then why are we arbitrating

VR DEANHARDT: Well, the cost of UNEs, Your
Honor, are under 252 directly subject to state
di scretion.

MR BINNIG | would make an additi onal

poi nt, Your Honor, which is that not only are we
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tal king about an interstate tariff that the incunbent
here has never offered and never filed, doesn't have,
Areritech Illinois doesn't have this tariff, not only
is this a lack of relevance but in this proceeding
it's just -- it's going to add nothing to this
proceeding. | mean, they are tal king about trying to
get sonething in discovery. W are here in hearing.
It's not going to be usable in this proceeding.

One possible option here is that they
pursue it in discovery in the tariff investigation
case, and we can fight it out in that case

MR, DEANHARDT:  Your Honor, do you mind if |
address it just for a noment?

EXAM NER WOODS:  Qui ckly.

VR DEANHARDT: All of the w tnesses that
Ameritech are putting on here are SBC w t nesses,
including M. Smallwod. SBCis the controlling
conmpany of both SWBT and of Ameritech. The point here
is that SWBT, SBC through SWBT, has taken a position
in front of the FCC on what each of the elenents of
the direct cost of providing DSL across a voice | oop

are. M. Smallwod has testified that those direct
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costs are the sane concept as increnental costs which
is what we are here to decide, what's the total, the
total elenental long run increnmental cost of the HFPL.
SBC is on record sayi ng whether or not it

believes it is a direct cost and, therefore, an
i ncrenental cost based on M. Snallwood' s testinony,
by saying, by determ ning whether or not it included
that cost in its SWBT retail tariff. It is,
therefore, the best evidence of the credibility of
what's being said here which is that there are costs
associ ated with the HFPL that have to be recovered
because they are increnental costs of providing the
servi ce.

MR BINNIG If | can just briefly respond,
it's not the best evidence of anything that's relevant
to this case because the entity that is subject to

this arbitration, under the Federal Act it's clear, it

is the incunbent LEC which is Illinois Bell Tel ephone
Conpany or Ameritech Illinois. It is not a holding
company. It is not a holding conpany that's severa

entities renmoved. And there has been no show ng that

satisfies any | egal standard for piercing the
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corporate veil, which is essentially what Covad is
asking to be done here.

VR DEANHARDT: Your Honor, M. Smallwood is
not from Ameritech

EXAM NER WOODS: W are done; nobve on

M5. FRANCO- FEI NBERG.  Certainly, Your Honor

Q [If I could return, M. Smallwood, to your
0SS cost estinates?

A.  Yes.

Q I'msorry, is the lump sum -- if | could
just ask, maybe we should go off the record for this?

EXAM NER WOODS: O f the record or in canera?

M5. FRANCO- FEI NBERG O f the record for a
nmonent .

EXAM NER WOODS: kay. O f the record.

(Wher eupon there was then had an
of f -the-record di scussion.)

EXAM NER WOODS: Back on the record.

MS. FRANCO- FEI NBERG

Q | knowwith M. Bowen you referenced a
line count estimate for OSS costs underlying cost

st udi es?
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A, Yes.

Q Wiat's the source of that line count
esti mate?

A.  That was provided to the cost
organi zati on by Product Managenent.

Q Do you know where the cost organi zation
received it? |Is it Product Managenent -- where did
Product Managenent get it?

A. They developed it based on a Mrgan
Stanl ey Dean Wtter report that had forecasts for
br oadband services by type, | think, and for different
types of broadband services, one of which was DSL, and
they devel oped it based on that forecast.

Q And, M. Snallwood, have you ever
personal ly reviewed this Mrgan Stanley report?

A. | have seen it and | ooked through it. |
haven't read the entire docunent.

Q And who did in fact review the entire
docunent ?

A. I'mnot sure who at Product Managenent
wor ked on the devel opnent of that.

Q But you are sure that soneone did in fact
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review the entire docunent?

A. | nean, | can't speak t o what Product
Managenent did or didn't do. | know that they took
data fromthat docunent and used it to devel op the
forecast. | would assume that they did, but that
woul d be specul ati on.

Q Based on your understandi ng of the Morgan
Stanl ey report, what's the scope of the line count
estimate? Is it North Arerica? 1Is it the United
St at es?

A It's ny recollection that it was the U S

Q SBC operates in only 13 states in the
United States; is that correct?

A. That is correct.

Q And do you have any idea how the person
who prepared the estimate for your cost study
converted Morgan Stanley's national estimate into an
estimate for the specific SBC 13 st ates?

A. | don't know the specific assunptions
that they used in that data manipul ation.

Q I think you also indicate in your

testinmony, M. Smallwood, that you will allocate, or
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SBC will allocate, the OSS upgrade cost over a
three-year period; is that correct?

A. The cost recovery is spread over a
three-year period, yes.

Q And as a cost expert | assune you are
famliar with the concept of equipnent life used in
depreciation calculations; is that correct?

A.  Yes.

Q Did you do any research regarding the
anticipated life of the OSS system upgrade that you
are relying on for your cost study?

A. The decision to go over three years was
made based on the FCC s direction and the Line Sharing
Order that we could recover it over a reasonable
period of time. And given the dynamic in this market
and the prospect of other broadband services, we went
with what we thought was a reasonabl e recovery period
as opposed to what mght be an equipnent life period
that woul d far extend beyond the useful ness of that
syst em

Q I just want to clarify sonething,

M. Smallwood. The FCC never indicated that three
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years in fact is a reasonable period of time, didit?

A No.

Q Andisn't it correct that the OSS system
upgrade that SBC is putting in place will presunably
be used for nmore than three years?

A It could be.

Q Wuld you agree that it presumably woul d
be used for nore than three years?

A. | think that all depends on the dynanic
and technol ogi cal change in the marketpl ace

Q As you understand t hings currently, would
you anticipate that it would be used for |onger than
three years, under current market, the current market?

A. | would assunme so, yes.

Q. But your cost study spreads the cost of
the OSS systemover only the three-year period; is
that correct?

A. W estimated it based on a three-year
cost recovery peri od, and I think that we have stated
that we will be tracking that cost recovery and that
charge will cease when the costs are recovered.

Q So the answer to my question is, although
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you woul d expect that the OSS systemw |l |ast |onger
than three years, you are only spreading the costs
over three years; is that correct?

A. | think what | said, what | intended to
say, is that the useful life could extend beyond three
years, but we have chosen three years as our cost
recovery period.

Q M. Smallwood, if the anticipated life of
the OSS systemwere ten years and you spread the
system cost of the systemover ten years, the OSS cost
per HFPL UNE woul d be | ess than what you are
proposing; is that correct?

A Yes, and if the useful life was |ess than
three years, we wouldn't recover the costs.

Q You have no reason to expect it to be
|l ess than three years, though; is that correct?

A. 1 don't know what's going to happen with
technol ogy over the next period. Technol ogica
innovation is going at a pretty good clip.

Q | guess ny question is, you have no
reason to expect it to last less than three years;

isn't that correct?
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A. | think we hope that it will be usefu
for three years

Q ay, thank you.

A O until we recover our costs.

Q | believe you have a copy of Rhythns
Cross Exam nation Exhibit Smallwood 2; is that
correct?

A Yes.

Q Wich is Covad' s Data Request Nunmber 267

A.  Yes.

M5. FRANCO- FEI NBERG And | believe you have
copies as well?

MR BINNIG Yes.

MS. FRANCO- FEI NBERG

Q | believe you indicated that the request
asks for work required in the central office to
connect a shared line to Covad's equipnent; is that
correct?

A. That's the gist of the question, yes.

Q And have you ever seen the information
provided in Covad -- in Rhythns O oss Exam Exhibit 2

before? | think you indicated you have.
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A.  Yes.

Q The cost study that you have presented in
revised formtoday at the hearing uses different
assunptions, doesn't it, then what's in Covad Request
267?

A. The times specifically have been revised,
yes.

Q So it uses different -- in addition to
different time assunptions, it also specifically
changes the nunber of cross connects?

A I"msorry, yes, that's correct, yes.

Q And, specifically, the revised cost study
no longer requires -- or there is one fewer cross
connect in your revised cross study, is that correct,
than what's in Rhythnms Cross Exhibit 2, Smallwood 2?

A Well, just to be clear for the record,
the response to this data request preceded the design
change where we dif ferenti ated between | LEC-owned and
CLEC-owned. So this assunmes six junper placements.

In the revised cost study where we differentiate
bet ween | LEC-owned and CLEC-owned, it went to five in

the case of |LEC-owned and four in the case of
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CLEC- owned.

Q kay. So for an ILEC-owned splitter
configuration your revised cost study now has one
fewer junper; is that correct?

A. That's correct.

Q And that's because of SBC s decision to
use splitters with pin jacks for test access; is that
correct?

A. There is no requirenment to junper to the
test port, that is correct.

Q So, in fact, the change in the nunber of
cross connects is because of SBC s decision to use
those splitters with different test access pin jacks;
is that correct?

A.  Yes, the design nodification

Q So the variables in your cost studies are
changi ng based on Aneritech's network decisions; isn't
that correct?

A.  Yes.

Q And Areritech's cost studies are based on
the network configuration proposed by Areritech in

this proceeding; isn't that correct?
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A. I'msorry, could you repeat that?

Q Sure. Aneritech's cost studies that are
bei ng presented here are based on the network
configuration proposed by Aneritech?

A. That's correct.

Q And that configuration nmakes certain
assunpti ons about where and how Ameritech has deci ded
to locate the splitter; is that correct?

A.  Yes.

Q So, for example, as we just discussed,
the nunber of cross connects are affected directly by
Amreritech's decisions regarding net work configuration
is that correct?

A.  Yes.

Q And also, for exanple, the nunber and
length of tie cables are also affected by Ameritech's
networ k decisions; is that correct?

A.  Yes, the cost study is designed to
reflect the design of the elenents. So, yes, all the
desi gn changes woul d affect the cost study.

Q And | believe you understand that Covad

is proposing other locations for the splitter that are
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closer to the franme than the configuration that
Areritech is proposing in this proceeding; is that
correct?

A. | amaware that Covad has proposed a menu
of options, yes.

Q Soisn't it correct that Ameritech's
deci si on about how to configure the network is what's
directly affecting the cost study?

A.  The decisions of how the network is
desi gned affect every cost study, yes.

Q It is Aneritech's specific decisions here
that are affecting Ameritech's specific cost study;
isn't that correct?

A, Yes.

Q And it is Areritech's decisions about the
network that are causing the costs in your study;
isn't that correct?

A.  Yes.

M5. FRANCO- FEI NBERG That's all we have
t hank you.

EXAM NER WOODS: M. Reed.
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CRCSS EXAM NATI ON

BY MR REED:

Q Cood afternoon, M. Snallwood.

A.  Cood afternoon.

EXAM NER WOCDS: It's not evening yet?

MR REED: It's close toit. | feel for you.
Short, sweet and to the point, just to clear up sone
questions. They got real convoluted there for awhile,
and | am asking Ms. Schlackman to wal k through the
technical parts of it. | need you to go back to her
Attachnments 1 and 2, just so | can get sonething clear
inmy mnd regarding the costing of certain itens.
Just let ne know when you have it.

THE WTNESS: | have it.

MR, REED:

Q Attachnent 1, Tie-Cables?

A, Yes.

Q Your cost study includes the costs
associ ated with the tie-cables that run between the
I DF and the MDF; is that correct?

A.  Yes.

Q The tie-cables associated with the CLEC
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POITS splitter and any other tie-cables in the box on
the left side of the page are associated with
Ameritech's collocation cost study; is that correct?

A.  In this diagran?

Q In that diagram

A.  Yes.

Q Let's nobve over to 2. Now, whether or
not they are properly there is something that we can
argue about later on, but that's what's depicted on
that diagramand in the study that is at issue here,
just the IDF, the ones running between the |IDF and the
VDF?

A, Yes.

Q Let's nobve over to the next one. Once
again, your cost study that's in the record here only
addresses the tie-cables running between |IDF and the
MDF;, is that correct?

A Yes. But if I can clarify, there is a
recurring rate el enent for a cross-connect and that
cost is for these tie-cables that run between the MDF
and the IDF. As | stated in the case of an

Amreritech-owned splitter, there are installation
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costs.

Q Yeah, and | amreal slow, okay, and I
will back in. Explainif |I mss sonething.

A.  So, yes, the answer to your question

Q Now, the cables associated with the
splitter, all right, fromwhat |I heard you say, those
costs are associated with the equi pnment, the splitter
itself; is that correct?

A.  Yes.

Q And any tie cables in the box over here
on the left side of the page are inbide in the
collocation cost, is that correct? |If there are any,
and | amno technical guy, but if there were tie
cabl es associated with this box over here on the left
side of the collocation, that would be in a
col | ocati on study?

A. There is a differentiation. On the
| eft -hand side, the cable that goes fromthe CLEC s
DSLAMto the IDF, that would be a part of the
col | ocati on arrangenent.

Q Al right.

A. The three cables that are cabling the
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splitter to the IDF, those would be a part -- those
costs would be capitalized as a part of the investnent
and recovered through the recurring costs for the
splitter.

Q For the equi pnent?

A.  For the equipnent.

Q That's what | amcalling the splitter
the equipnent. So what | said is right; | just didn't
articulate it like a cost guy woul d.

A Rght. | just wanted to clarify to say
that those three cables would not be a part of the
col | ocati on arrangenent.

Q Right, and | understand that. They woul d
just be a part of the splitter, the equipnment cost,
and that one line running fromthe DS line to the |IDF
is associated with the collocation cost study?

A.  That's correct.

MR. REED: Then | did earn sonmething this
morni ng. That confused me, but thank you. You have
clarified it. 1 don't have anything else. Thank you

EXAM NER WOODS: I nstruct the court reporter

to close the open transcript and begin the in canera
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(Whereupon at this point the
proceedi ngs were consid ered
proprietary and are contai ned
in the separate In Canera

Transcript.)
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CONTI NUATI ON OF PROCEEDI NGS

EXAM NER WOODS: And we are back on the
record.

MR. BOAEN:  Your Honor, could I nove for ny
exhibits or is it preferable to do that later?

EXAM NER WOODS: W can do that now.

MR. BOAEN: Rhythns woul d nove the adm ssion
of Cross Exhibits Smallwod 1 and 2 at this tine.

EXAM NER WOODS:  (bj ecti ons?

MR, BINNIG No objection, subject to the
fol | owi ng caveat, although I don't think anyone has
done this yet. Cbviously, we are going to want these
cost studies submtted as proprietary exhibits. As
long as these are also subnmitted as proprietary
exhibits, we have no objection

EXAM NER WOODS: They will be submtted as
confidential and marked so.

MR BOWEN. Just for clarification, Your
Honor, Ameritech has noved and admitted ot her
docunents that are simlar in nature. Do | understand
counsel to be saying that he wants sonme or all of

those to be confidential as well?
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MR BINNIG The 4.1, 4.2 and JRS-2, we would
al so request be designated as proprietary exhibits.
EXAM NER WOODS: What | amgoing to instruct
you to do then is confer with the court reporter
either on break or at the conclusion of the hearings
today and instruct her which should be marked
confidential and have them put in envel opes and have
them t aken care of by counsel.
(Wher eupon Cross Exhibits
Smal lwood 1 and 2 were adm tted
i nto evidence.)
EXAM NER WOODS: | assunme you want a few
mnutes for redirect?
MR BINNNG | do, Your Honor. | would Ilike
to take a short break before we do that.
EXAM NER WOODS:  Ten minutes, fifteen. W
will be back here at five till.
(Whereupon the hearing was in a
brief recess.)
EXAM NER WOODS: Go back on the record for
redirect.

MR, BINNIG Thank you, Your Honor.
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REDI RECT EXAM NATI ON

BY MR BINNI G

Q M. Smallwood, do you recall sone
questions fromM. Bowen, | think, back to this
morning, a long time ago, related to the FCC s TELRIC
princi pl e?

A.  Yes.

Q | amgoing to give you a copy of the
FCC s First Report And order to call your attention to
Par agr aph 685?

A Ckay.

Q It's falling apart, | know. And what is
the FCC discussing in this paragraph?

A, Well, this paragraph is a continuation
from683. 1In this they are discussing different
options for approaching the TELRI C nmet hodol ogy. And
then 685 specifically they discuss the option that
they believe it's the appropriate benchmark of
forward-| ooking costs and exi sting network design

Q Could you read that one sentence that you
are referring to out of Paragraph 6857

A. It says this benchmark of forward -I ooking
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costs and existing network design nost closely
represents the increnental costs that incunbents
actual ly expect to incur in nmaking network el enents
avail able to new entrants?

Q Is it your understanding that that's the
approach that the FCC adopted?

A.  Yes.

Q And what's your view of the consistency
bet ween the sentence which you just read and your cost
st udi es?

A. | think they are conpletely consistent.

Q And do you also recall sone questions
fromM. Bowen this afternoon asking you to assume
about the recovery of certain costs and retail rates
this afternoon?

A.  Yes.

Q Do you recall that? How are Areritech's
retail rates for tel ephone service regulated in
Il'linois?

A. They are subject to an alternative
regul ati on pl an.

Q And is that plan price cap regulation, to
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your know edge?
Yes.

It's not rate of return regul ati on?

> O >

No, it's not.

Q How long has the price cap regul ation of
retail rates been in effect?

A, Since 1994, | believe.

Q To your know edge, M. Smallwood, do the
standards for arbitration in the 1996 Act have any
reference to retail rates or retail revenues?

A, In Section 252(d)(1) it states that
TELRI C costs and prices are to be set without
reference to rate of return or rate-based proceeding.
That's the reference | recollect.

Q And what's your understandi ng of that
| anguage?

A.  That when you are | ooking at costs,
read that in conjunction with Iike Paragraph 691 where
it says every elenent has to have a cost. M
understanding is the arbitration standards are to go
in and determ ne the costs for unbundl ed network

el ements fromthe Act subject to FCC interpretation
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without reference to what retail rates or revenues are
doi ng.

Q Then M. Bowen al so asked you sone
questions about time and notion studies, and questions
about proper statistical sizes when you are doing the
time and notion studies; do you recall those
questi ons?

A.  Yes.

Q And I believe you testified that the
service that you are costing here is a new service; is
that correct?

A, Yes.

Q Is there any historical statistica
information for that new service that you are aware
of ?

A No.

Q Was it your goal in doing your cost study
to use the best information you could get, given the
unavail ability of any historical statistical
i nformati on?

A Yes, as reflected in the two revisions.

Q And then Ms. Feinberg asked you, | think,
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one or two questions about the docunentation regarding
vendor costs for the OSS inprovenment and whet her that
was attached as part of your cost study?

A, Yes.

Q \Was that information provided to Covad or
Rhyt hns?

A.  Yes, that was provided in a data request,
in response to a data request.

MR BINNIG Your Honor, we have no further
questions at this time.

MR BONEN. No recross here.

MS. FRANCO- FEI NBERG.  None.

EXAM NER WOODS:  kay, thank you, M.
Smal | wood. At this time you want to call Ms. Mirray
to the stand?

M5. HHGHTMAN: Is it possible to find out
what your ruling is with regard to our w tness?

EXAM NER WOODS: | can take that up. What's
the reason for the w tnesses' unavailability, first?
Why can't the witnesses be here, the ones that were
schedul ed?

MR BOAEN:. M. Baros is no longer with the
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conpany. That was the first reason. M. Belland is
not feeling well. W are informed that she is not
wel | enough to appear either today or tonorrow. She,
in fact, is on a plane headi ng back west.

EXAM NER WOODS: And Ms. Rice is going to be
here for two days, right?

VMR BOVNEN. Pardon ne?

EXAM NER WOODS: The witness that you are
proposing is going to be here for both days?

MR BONEN. Yes, she is, Your Honor.

EXAM NER WOODS: So we coul d arguably put her
off until last to see if we are going to be conming
back next week, to see if at |east the one we mssed
could be here by next week.

M5. H GATMAN:  To see if what?

EXAM NER WOODS: W can see -- if Ms. Belland
is nocturnal or something like that, she can probably
show up next week. So what | am suggesting is we put
her off until last to see if we even get her done. W
may get to stopping tine tonorrow and have four
witness left. The way this think is going, | just

don't know.
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In the interimny ruling woul d be this.
I have reviewed the testinmony. | don't particularly
have any problemwi th Ms. Rice adopting Karen
Bel l and' s testinobny because | don't think there is
much in there that requires expert opinion, although
there may be one or two things. |In terns of the other
testinmony, if she is going to adopt it, there will be
a nunber of passages that | will be striking on my own
motion as without the expertise, specifically the
pl aces where she recommends specific provisioning
times. | don't believe there is anything in her
history that will allow her to specifically recomend
the nunber of hours it should take to do sonething. |
just don't see that fromwhat's contained in her
curriculum | did nmark those.

M5. H GHTMAN. Do you want to give us
speci fics?

EXAM NER WOODS: | am | ooking for themright
now. Again, this is all that was in the prefiled so
it may not correspond with the electric. Page 19 of
31, and this is again rough, but roughly fromline 3

through Iine 21.
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MR BINNIG Wat page was that, Your Honor?
EXAM NER WOODS:  |'m sorry, page 19 of 31

Page 20 of 31, lines 1 and 2.

Page 21, the Question 27, the answer from
line 18 on page 21 through page 22, line 5.

Page 23, the entire answer to Question
28.

Page 24, lines 12 and 13. It's partially
13. It's the phrase that ends "nmonthly."

And based upon ny review over the | unch
hour, those would be the portions that |I would find
are not supported by her curriculumvitae or her
experi ence.

M5. H GHTMAN:  Can you hold on for one second
so we can di scuss sonething before we concl ude our
di scussion of this on the record?

EXAM NER WOODS: Ckay. Ms. Murray.

MR BINNIG May | just say one thing, Your
Honor? |If we are going to be putting off this wtness
until the end tonmorrow, which | think is a very
sensi bl e suggestion, we really hadn't had a chance,

since we just got this this norning to conpare this



10

11

12

13

14

15

16

17

18

19

20

21

22

431

with the Baros' testinmony. There m ght be other
provi sions that we mght be noving to strike, and we
just want to give you notice we would like to do that
tonmorrow i f we have additional sections.
EXAM NER WOODS:  Under st ood.
MR. BOAEN:  Your Honor, Rhythms and Covad
call Terry L. Murray. She has been sworn previousl y.
(Wher eupon Rhyt hns/ Covad
Exhibits 1.0, 1.1, 1.2, 1.3
and 1.4 were narked for
purposes of identification as
of this date.)

TERRY L. MURRAY
called as a Wtness on behal f of Covad Conmuni cations
Conpany and Rhythms Links, Inc., having been first
duly sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY MR BONEN

Q M. Mirray, do you have a copy in front
of you entitled "The Verified Statement of Terry L.
Murray on Behal f of Covad Communi cati ons Conpany and

Rhyt hms Li nks" dated May 15, 20007
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A, Yes, | do.

Q Do you have any corrections to nake to
this verified statenent?

A Yes, | do.

The first one appears on page 21, |
believe of the prefiled. This is part of the answer
to Question 18. And in ny copy, at least, it begins
at line 4 of page 21 starting with the word

"identified." The renmainder of that |ine would be

deleted and in line 5 delete through the word "its" so
the entire phrase "identified in the cost studies that
formed the basis for Aneritech Illinois' price board

for its,"” and substituted for that clause would be the
words "incurred by Ameritech Illinois when AADS, al
capitals, or any unaffi liated CLEC, capital C-L-E-C
offers line-shared” and then continuing with the
sentence "retail AADS service."

Q M. Mirray, before you continue let ne
just indicate for the record that | have passed around
the room copi es of just the change pages you are

identifying here. And, Your Honor, for the record

official records already have a conplete set with the
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changes included in themas a single docunent. Co
ahead, Ms. Murray.
A.  The remai nder of the c hanges are all to

reflect the voluntary agreenment described in ny
suppl enental verified statenent of Rhythns and Covad
to renove the costing and pricing of fiber -fed | oops
from this proceeding, and on nmy copy this would
i nvol ve del etions beginning at, | believe, page 27 in
the table. This isn't |line nunber, but there is a
section in the table that's headed "Fi ber -fed Loops."
Everything in the table that follows that which
includes all of the footnotes that appear at the
bottom of the page woul d be del et ed.

Simlarly, everything that is in the
continuation of the table at the top of page 28 woul d
be del eted, including Footnote 27 which is a footnote
to that portion of the table.

And then begi nning at what | have as page
31, Question and Answer 27, which continues through on
page 32 and 33, al so Question and Answer 28, beginning
on page 33, continuing on 34, 35, 36 and on 37 down to

what | have as line 18 of page 37, all of that
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question and answer woul d be deleted so that the
testinmony would pick up again at Question 29 on the
bott om of page 37.

And then finally there is one exhibit
that related to that portion of the material that was
| abel ed Rhyt hns/ Covad Exhibit 1.2 attached to that
testinmony, and the entirety of that exhibit would be
el i mnated because it related only to the fiber
prices, costing prices. Those were all ny changes.

Q Just so we are clear, am| correct that
you are voluntarily w thdraw ng these portions so that
they can be heard and addressed and decided in the
line-sharing tariff proceeding, instead of here?

A. That is correct, as is reflected in ny
suppl enental verified statenent.

Q kay. Wth those changes, if | were to
ask you the questions contained in your verified
statement today, would your answers be the sane?

A.  Yes, they woul d.

Q And are those answers true and correct to
the best of your information and belief?

A.  Yes. | should make one caveat to that.
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My answers woul d be the same with respect to the
original cost study that Ameritech filed; obviously,
to the extent that we have a new cost study, the
answered woul d be affected.

Q Now, do you have attached to your
verified statement, you nentioned Exhibit 1.2 already.
Do you al so have an Exhibit 1.1 and 1.3?

A, Yes, | do.

Q And were those two exhibits prepared by
you or under your direction and supervision?

A 1.1 was prepared by ne. 1.3 is actually
material that we received in discovery fromAneritech
Illinois. It's a portion of the cost study that was
produced in di scovery.

Q Okay. And with respect to at least 1.1
is that exhibit true and correct to the best of your
informati on and belief?

A Yes, it is.

Q Do you al so have before you a docunent
entitled "Supplenental Verified Statement of Terry
L. Murray on Behalf of Covad Communi cati ons Conpany and

Rhyt hnms Li nks" dated June 22, 20007?
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A Yes, | do

Q Do you have any changes, additions or
corrections to that docunent?

A. Only one. The as-filed version in the
header for each page | abeled this as Rhyt hns/ Covad
Exhibit 1.1. It should be Exhibit 1.4.

Q And with that correction, if | were to
ask you the questions contained therein today, would
your answers be the sane?

A. Yes, again with the caveat that, to the
extent the cost study presented by Ameritech has
changed, where there are references to that cost
study, ny answers woul d be changed to reflect the new
cost study.

Q And is your testinmony true and correct to
the best of your information and belief?

A Yes, it is.

MR. BOAEN: Your Honor, at this tine Rhythns
and Covad nove for the adm ssion of the verified
statement and the supplenmental verified statenent
together with Exhibits 1. 1 and 1. 3 attached to the

verified statenent.
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EXAM NER WOODS:  (bj ecti ons?

MR. BINNIG No objections, Your Honor.

MR. REED: No objection.

EXAM NER WOODS:  Exhi bits are admtted
wi t hout obj ecti on.

(Wher eupon Rhyt hns/ Covad
Exhibits 1.0, 1.1, 1.2, 1.3
and 1.4 were adnmitted into
evi dence.)

MR. BONEN: And we are going to ask that you
mar k, because you are receiving adm ssion of the cost
studi es of Aneritech as an official document in the
record, we are going -- we have provided to all the
parties before today, and just so the record is
conpl ete fromour perspective, we are going to supply,
mar k as Rhyt hns/ Covad Exhibit 1.5 the Rhythnms and
Covad cost studies performed and sponsored by
Ms. Murray.

(Wher eupon Rhyt hns/ Covad
Exhibits 1.5 was marked for
pur poses of identification as

of this date.)
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MR, BOVEN

Q M. Mirray, do you have before you the
docunent identified as Covad Exhibit 1.5?

A, Yes, | do.

Q Do you have any corrections or changes to
t hat docunent ?

A.  The docunent as it is being presented now
al ready has the pages relating only to fiber deleted.
But the very first page, which is the sunmary page, we
have sinply marked an "X' through the sumrary part
that related to fiber. So that would be a correcti on
reflecting the voluntary withdrawal of this materia
and deferral of this issue to the tariff proceedi ng.

Q And do I understand your testinony to be
saying that the full study has whol e pages related to
fiber-fed costing?

A. That is correct. As this docunment was
distributed to Aneritech and to Staff, as | originally
understand it was distributed, provided, this docunent
or this file contained non-recurring cost pages for
fiber-related elenments, and we have sinply renoved

those so as not to confuse the record here.
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Q And, Your Honor, | would note that -- I'm
sorry, | withdraw that. |Is the information contained
on these page true and correct to the best of your
information and belief, Ms. Mirray?

A Yes, it is.

VMR BOAEN.  Your Honor, | would note that
sone of the information on this exhibit is information
that Ameritech Illinois deens confidential. And I
woul d ask whether they intend to maintain that claim
with respect to this exhibit.

MR BINNIG Your Honor, the client -- 1
guess | would like to at least prelimnarily keep this
confidential. The individuals at the client that
woul d be able to tell nme whether they viewt his
specific informati on here should be treated as
confidential aren't in the roomright now

EXAM NER WOODS: W will just withhold it for
the tine being. oviously, during your cross if you
would spill it, it is not. So be careful.

MR. BOAEN: \Well, whatever the designation,
Your Honor, we would nove the admission of 1.5 at this

tine.
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EXAM NER WOODS: It will be admtted and we

will deal with confidentiality later.
(Wher eupon Rhyt hns/ Covad Exhi bi t
1.5 was admitted into evidence.)

MR, BOAEN: Now, pursuant to our agreenent,
Your Honor, allowing M. Smallwood to augne nt
Amreritech's showing, | do have a couple of areas of
additional direct of Ms. Murray that are based on her
revi ew of those docunents handed out this norning.

EXAM NER WOODS: Al |l ri ght.

MR, BOVNEN:

Q M. Mirray, | take it that you have had a
chance at |east to glance through M. Smallwood' s
addi tional costing submi ssions; is that correct?

A, Yes, as well | can do juggling binders in
the back of the room | have done so.

Q Is this the normal kind of analysis tine
that you woul d expect to review a cost study?

A.  No, although proceedings are getting
tighter every day.

Q Coser and closer to real tinme?

A Yes.
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Q Based on your review, is it possible for
you to characterize at a general |evel the disputes
that you perceive between Rhythns and Covad on the one
hand and Ameritech on the other concerning the
non-recurring cost of cross connects?

A.  Yes. The new study that M. Snallwood
submitted today narrows the range of difference. Now
it appears that our disputes relate to just a few
areas. The biggest one is the nunber of cross
connects, the junper placenents and renoval s on the
non-recurring side. And even though he's w nnowed
that down in this new study, it is still a higher
nunber of cross connects froma non-recurring
perspective, jumper placenents and renoval s, than
Covad and Rhyt hnms have proposed that the Comm ssion
al | ow paynent for based on the nost efficient
configuration of splitter placenent at the main
distribution frame, and | have relied on M. R olo's
techni cal opinion on this additional redirect to make
cl ear the technical opinion

We are now, with respect to what | wll

characterize as the connect time for the physical
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activity of placing junpers, holding aside the nunber
of junpers, we are very, very close, if not identical
It appears indeed that M. R olo' s expert opinion on
which | relied in 1.5 is confirmed by the actua

experience of Ameritech in line shar ing.

W still, however, differ with respect to
the tinme for disconnecting or renmoving the junper. |If
you l ook at the results summary on 1.5, line 3 is
placing junper, line 4 is renoving junper. W have a

| ower cost for renoving than from placing. The new
cost study makes, what we believe to be, the erroneous
assunption that the tine that Anmeritech has
experienced in the trial for connecting junpers, for
placing them is the tine that it woul d experience if
it were to actually disconnect junpers. Again, |
relied on M. Riolo s technical opinion. He wll
provide additional direct to explain why we believe
that that is incorrect. But that is a second area of
di sagr eenent .

And the final area of disagreenent on
work times, conmes not in what | would characterize as

the physical activity of placing junpers, but the
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so-called administrative and coordination activities.
Here the tinmes and the revised Ameritech cost study
remai n consi derably hi gher than the anmount that had
been allotted in our study and supported by

M. Rolo s expert judgrment. | wll note that, not
only is there an issue here with respect to the actua
time it would take for administrati on and coordination
per jumper, but again since this tine in

M. Smallwood's new study is sort of a lunmp sumthat's
for all of the junper placenents and renoval s,
presumably part of the difference between us may be
the assunption on Aneritech's part that there were
sinmply nore junpers to be placed and renoved and to be
coor di nat ed.

So all of those issues seemto be where
we are still separated. |If we had placenent at a main
distribution frame, a lot |ess coordination would be
i nvol ved. W would have one hard wire tie cable and |
think M. Smallwood conceded that the nunber of junper
pl acenents and renoval s woul d be less. So that
sunmmari zes the remaining differences between us.

Q Now, have you had a chance to | ook at any
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revisions to the reported splitter cost when Ameritech
Illinois owms the splitter?

A.  Yes, | have

Q And what -- can you characterize your
anal ysis that you have been able to performon that
change?

A Well, let nme break it into the investnent
and the expenses. First, | will sinply say that in ny
verified statement | had proposed to this Comm ssion
that it use the price of 89 cents per splitter line
report that Southwestern Bell Texas, the I ocal
exchange carrier subsidiary of SBC in Texas had pur
forward in a line-sharing arbitration there, and that
we had accepted. As of the time of that arbitration
and it was nmade clear on the record when | was
present, SBC had al ready nmade this decision to go to
the different type of splitter with the test point
access. It did not propose a higher price than 89
cents per port.

So | amvery unconfortable, wthout an
addi ti onal opportunity to review backup for these

consi derably higher investnment s, with the notion that
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there is any justification for vastly increasing the
investment. The investnent has gone up, and | think
can say this without revealing the proprietary nunber
the relative investnent fromthe original study to the
new study has increased 21 percent. And there is no
showi ng here as to the reasonabl eness of that increase
on the investnent or the benefit to conpani es such as
Rhyt hms and Covad fromthe choice of that sort of
splitter. Again, M. Riolowill address this froma
techni cal perspective.

VWhat is really interesting is that the
price has al so gone up, approximtely 21 percent,
sinmply because of the different kind of investnent.
M. Rolowll explain to you froma technica
perspective that there are no nore tie cables to
install, the installation of this different type of
splitter is no nore difficult nor is the maintenance
than the original splitter. This is totally an
artifact of the factor approach that Ameritech has
used to come up with a proxy for the expenses.

And now we are farther apart than ever on

the expenses relating to the splitter, sinply because
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we have done this ratio approach with a factor, that
M. Smallwood admtted, was devel oped broadly before
line-sharing was ever there for the circuit equi prent
accounting. W now have an increase, even further

di vergence, on the splitter expense than we had to
begin wth.

And we learn for the first tinme -- we
have never seen the backup for the factor devel op nent,
but we learned for the first tinme when M. Snal |l wood
was on the stand that that includes things |ike power,
which a splitter doesn't even use. It includes
probably things |ike nsicell aneous expenses for HVAC
whi ch are caused for the circuit equi pment account
because the power use generates heat which has to be
di ssipated in the central office. Again, that
woul dn't apply to a passive device like the splitter

So the new study confirns and re -enforces
the analysis in our testinony that this factor
approach, using a factor which was devel oped wi t hout
including a splitter in the pool of cost, is a very,
very inappropriate way to cone up with a TELRI C-based

price for a splitter. And that concludes ny
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di scussion of the splitter changes.

Q Now, have you al so reviewed
M. Smallwood's provision of backup material s and
recal cul ati ons of cross connects based on the
so-called I DF configuration?

A.  Yes, | have.

Q Do you agree with M. Smallwood's
appr oach to this costing object?

A. No, | do not. The new cost study, and
believe this is public now, in the record, gives an 80
percent weight to instances with an internediate
distribution frame, a 20 percent weight to instances
without. It is our position that there should be a
one hundred percent weight to instances without. And
| base that position, not only on M. Riolo's
techni cal opinion about what is possible in
forward-| ooki ng network, but also on the FCC s TELRI C
met hodol ogy which specifically cites a reconstructed
| ocal network, not, as M. Smallwood inplies, the
basis for his new study bei ng sonehow how Ameritech
woul d grow or expand its existing central offices

wi t hout ripping them down.
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And if there were any doubt what soever as
to what the FCC neant by this, | would point the
Conmi ssion and the ar bitrator to what is comonly
cal l ed the Advanced Services Oder. | think it's the
First Report and Order in the Advanced Services
proceedi ng at Paragraph 42 where the FCC specifically
prohi bited i ncunbent | ocal exchange carriers from
requiring conpetitors to interconnect at an
i nternedi ate point such as an internediate
distribution frame where a direct connect is
technically feasible.
For both of these reasons, ny

under st andi ng of the TELRI C net hodol ogy, and
M. Rolo' s confirmation to nme of what is an official
forward- | ooki ng technol ogy, is such that the new study
does not give | ow enough weight to the idea of
scenario. The weight should have been zero on that
and zero percent on the no idea scenar io.

MR BINNIG Your Honor, if | could just
interject, I do want to nove to strike that answer and
object on the grounds it goes beyond the scope of what

we greed to. The 80/20 split did exist in the cost
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study that was attached to M. Smallwood' s testinony
originally. This is not a new devel opnent in the cost
study that were just submitted as Exhibits 4.1 and
4.2.

EXAM NER WOODS: | think she was responding,
not so much to the 80/20 split, as to the information
that was elicited on cross as a result of the study
that he submtted concerning what exactly went into
that 80/20 split. So | amgoing to allowit.

MR, BOVEN:

Q Does that conplete your additional direct
testi nmony?

A Yes, it does.

MR. BONEN: Ms. Murray is available for cross
exam nati on.

EXAM NER WOODS: M. Binnig.

CRCSS EXAM NATI ON

BY MR BINNI G

Q Thank you, Your Honor. Good afternoon,
Ms. Murray. | do have a clarifying question about the
change you made to your testinony.

A Yes.
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Q Are any of your proposed prices, now that
you have elimnated the fiber -fed portion, do any of
those proposed prices depend on or were they devel oped
fromthe HBSON nodel ?

A No.

Q So as far as you are concerned, that
model was just not part of that issue and not an issue
in this proceedi ng?

A. That is correct. That's why | wthdrew
the material describing it.

Q If we could look at what | think is, if I
have it right, Rhythnms/Covad Exhibit 1.5?

A Ckay.

Q There are a nunber of -- |ook at the
second page.

A.  Yes.

Q Already a nunber of sources are here that
come from sone place other t han Aneritech Illinois;
isn't that correct?

A. That is correct.

Q And a couple of these, for exanple, the

splitter ACF, cones from it says, HAl nodel
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cal cul ation?

A.  Yes.

Q Is that referring to the Hatfield nodel ?

A Yes, it is.

Q Now, if we can go to the next page
fol | ow ng?

A.  Yes.

Q Simlar entry, again, line 7, splitter
ACF, HAI cal cul ation?

A.  Yes.

Q And that is the Hatfield nodel ?

A. That is the Hatfield nodel

Q And then a nunber of entries from Bel
Atlantic, is that correct, New York discovery
response?

A.  Yes.

Q And a nunber of entries fromwhere it
says Engi neering Subject Mtter Estimate?

A, Yes.

Q Is that M. Riolo?

AL M. Rolois a nenber of the engi neering

team that advised us and he is available to be
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cross-examned on this materi al

Q Now, Ms. Murray, you have testified in a
nunber of arbitration proceedings on behal f of CLECs
in the past; is that correct?

A.  Yes, | have.

Q And you have never testified in an
arbitration proceedi ng on behalf of an incunbent LEC?

A. No, nor have | ever been requested to do
so by an incunbent LEC.

Q In ternms of the arbitration porceedi ngs
inwhat | will call the five state Areritech region

you testified in 1996 on behalf of MI both in

Wsconsin and the Illinois arbitrations; is that
correct?

A. | renmenber testifying in both of those
states. | wll take it subject to |ooking at mny

resume’ that it was 1996. The years are blurring
t oget her.

Q And you recall that in those two
arbitrations your primary recomendation in the
testinony you gave was that those two state

commi ssion's should adopt the Hatfield nodel, the
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version that then existed for pricing unbundl ed
networ k el ement s?

A.  Yes.

Q And both of those state commi ssions
declined to adopt the Hatfield nodel; i s that correct?

A.  That is ny understanding, yes.

Q And, in fact, to your know edge to this
day none of the state commissions in the five state
Amreritech region have adopted the Hatfield nodel for
pricing unbundl ed network el enents; isn't that
correct?

A. 1 only have direct know edge of the two
cases in which | participated. So | have answered
what | know.

Q And you don't know for the other states?

A. | haven't investigated the basis for
their prices, no.

Q Do you know whet her any state has adopted
the Hatfield nodel for pricing unbundl ed network
el enent s?

A Yes, | do, and there are states that

have.
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Q Let's turn to, | guess, what is Exhibit
1.0 which is, | think, your direct testinony here.
Before | do that, did you participate in the
line-sharing arbitration involving Rhythnms and Covad
in California?

A Yes, | did.

Q Sol take it you are famliar with the
final arbitrator's report in that proceedi ng?

A | amfamliar with what's called the
final arbitrator's report which is actually in effect
a proposed decision. There is no final decision in
Cal i f or ni a.

Q | think that's already been stated on the
record. You are famliar with that docket?

A Yes, | am

Q And in that proceeding the fina
arbitrator's report rejects Covad and Rhyt hns
proposed pricing, isn't that correct, for line
shari ng?

A. In sone but not all respects, that is
correct.

Q And in particular they rejected use of
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both the HBSON nodel and the nodel that has too many
letters in the acronymfor nme to state here, but the
nmodel that M. Riolo refers to?

A.  The HBSNRCM both of which are fiber -only
nmodel s, yes.

Q And the final arbitrator's report
rej ected use of those nodels in part because it was
based on the Hatfield nodel, and the California
Conmi ssion had rejected use of the Hatfield nodel for
the pricing of UNEs; is that correct?

MR. BOAEN: (bj ection, Your Honor, the
witness has testified that both those nodels are based
on Fi ber 50LC configurations. She has voluntarily
wi t hdrawn any of those issues fromthis particul ar
case, so | don't see any relevance in exploring the
basis for that treatment in California here. That's
nmore properly heard in the |ine-sharing portion.

Q | can ask the question differently. Are
you aware, Ms. Murray, that the California Comm ssion
has rejected the use of the Hatfield nodel for pricing
unbundl ed network el ements?

A | amaware that the California Conmm ssion
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rejected use of the Hatfield Mddel Version 2.2.2 which
is vastly earlier than the version that we used for
the very limted purpose of figuring out, using a
sinmple public formula, what an annual charge factor is
with a given depreciation rate and a given cost of
money. | wouldn't even call that using the Hatfield
model . It is sinply public and your cost study
formula is not. So we used sonething that was in the
publ i c domai n.

Q In ternms of the nodel that you take
inputs fromthat we just |ooked at on Covad Rhythns
Exhibit 1.5, the HAl nodel, would you agree with ne
that the California Conm ssion has not adopted the HA
nmodel for pricing unbundl ed network el ements, either
correct?

A. It has neither adopted nor rejected it.
It is before the Commi ssion in a pending arbitration
proceedi ng i nvol ving GIE, and actually | think that's
actually an earlier version. But, again, we are
really not tal king about the nodel. W are talking
about a very routine forrmula that all cost anal ysts

use. We sinply gave you a public reference for that
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formula. It's, by the way, virtually identical to the
fornmula used in the FCC s public universal service
nodel .

MR BINNIG  Your Honor, | would nove to
strike the portion of the answer after her discussion
of whether the California Conm ssion had adopted the
HAl nodel .

EXAM NER WOODS: We had pretty much | eeway
with the first two witnesses, letting themgo on. |
think all w tnesses woul d be adnoni shed to pl ease
sinmply answer the question. |If there is a point that
your counsel w shes to bring out on redirect or that
you wish to bring out on redirect, you will have that
opportunity. The answer will be stricken.

MR BINN G

Q Now, | take it, Ms. Mirray, having
testified in prior arbitrations that you understand
that this arbitration is to be conducted under Section
252 of the Federal Tel ecommunications Act of 19967

A. As a lay person. | amnot testifying as
a |l egal expert.

Q As a lay person do you understand -- do



10

11

12

13

14

15

16

17

18

19

20

21

22

458

you have an understandi ng or have you read the
standards for arbitration set out in Section 252(c) of
the Act?

A. | believe so although I don't have the
sections nmenorizedby nunbers so

Q I will give you a copy because I think
there is another provision of the Act that we are
going to be referring to as well. And do you see that
section 252(c) sets out the standards for arbitration?

A. | see that heading.

Q And that provision provides that in
resolving by arbitration under Subsection B any open
i ssues and i nposing conditions upon the parties to the
agreenment, the Conm ssion shall, and it lists three
itens there?

A. Again, | see those words.

Q Andisn't Item2 a standard that says the
state conmmi ssion shall establish any rate for
i nterconnection services or network el ements acc ordi ng
to Subsection D?

A.  You have read what's on the page in front

of me, yes.
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Q And Subsection D(1) of the Act indicates
that determ nations by state conm ssions of the just
and reasonable rate for interconnection facilities and
equi prent for purposes of Subsection C(2) of Section
251 and the just and reasonable rate for network
el ements for purposes of Subsection C(3)of that
section, is this the pricing standard for those two
itens?

M5. BONEN: Ms. Murphy, before you answer,
Rhyt hms and Covad will stipulate that the Act says
what it says, Your Honor. | don't know if we are
|l eading up to an actual question or not, but I think
it's frankly a waste of tine to ask the witness to
agree that the Act says what it says.

MR BINNNIG | amtrying to get her
under st andi ng of what she thinks the pricing rules
here are that apply in this arbitration.

MR. BONEN: Then he shoul d ask that question
directly, Your Honor, as opposed to reading the
statute.

EXAM NER WOODS:  Ask her.

MR BINNI G
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Q Is it your underst anding, M. Mirray,
that the pricing standards that apply to this
arbitration require this Comm ssion to set a rate for
network el enents, which is what we are tal ki ng about
here, correct?

A.  That is ny understanding, yes.

Q It requires it to set that rate based on
the cost of providing the network el enent determn ned
without reference to a rate of return or other rate
base proceeding; is that your understandi ng?

A. It is ny understanding that that is part
of the | anguage, and that |anguage has been
interpreted by the FCC to nean TELRIC. | am not
providing a | egal opinion, obviously. | can agree
that what you are pointing me to here is part of the
words in the Act.

Q Are you famliar with the FCC s TELRI C
provisions, TELRIC rules, that were attached to the
First Report and Order?

A Yes, | am

Q Wuld you agree with ne that those TELRI C

rules do not refer anywhere to retail rates or retai
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revenues?

A. No, | would not.

Q Let's go for a second now to Section 706
Coul d you refer to Section 706, | think, perhaps it's
page 5 of your testinony, no, page 3 of your testinony
at lines --

EXAM NER WOODS:  Excuse ne, Section 706 of
what ?

MR BINNIG Section 706 of the 1996 Federa
Tel ecommuni cati ons Act.

THE W TNESS: Yes

MR BINNI G

Q | believe you will find a copy of that in
the copy of the Act you have up there.

A.  Yes.

Q And on page 3 of your testinony,
Rhyt hms/ Covad Exhibit 1.0, you indicate in Question 5
you believe there are other public policy goals or
concerns that are inportant to consider in setting
prices for line-sharing el enents and rel ated
i nterconnection arrangenents; do you see that question

in your testinmony?
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A, Yes, | do.

Q And your answer is yes and then you cite
Section 706 of the Act; is that correct?

A. That is correct.

Q Now, | know you are not a |l awer so | am
not going to get into a | egal debate about whether
Section 706 applies at all in this arbitration, but I
just want you to look at Section 706 for a nonment and
I want you to tell me whether Section 706 provides
that advanced services -- the depl oynent of advanced
servi ces shoul d be encouraged through subsidi es?

A Actually, | don't think that Section 706
at least in the part that | see, addresses that one
way or the other. It says, "in a manner consistent
with the public interest, conveni ence and necessity,"”
and has several other itens listed, none of which is
subsidies. So it doesn't say anything one way or the
ot her.

Q The word "subsidy" doesn't appear t here;
is that correct?

A. No, it does not.

Q And, in fact, part of the provision that
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you were reading, in addition to being consistent with
the public interest, doesn't Section 706 al so refer

to -- doesn't it refer to measures that pronote
conmpetition in the |ocal tel ecomunications market or
other regul ati ng methods that renpve barriers to
infrastructure investnent?

A. It certainly does refer to both of those
things, and the FCC has explicitly found that one
measure to pronote conpetition is indeed a zero price
for the high frequency portion of the | oop

Q Well, we can debate about what the FCC
has said in the Line Sharing Order in a little bit,
but | take it that's what you are referring to when
you say the FCC has made that concl usion?

A. | amreferring to the Line Sharing Oder.
I amalso referring to the recent Access Charge O der

Q \What particular provision of the Line
Sharing Order are you referring to?

A. | believe | have quoted that in ny
testinmony. |If you | ook at page 17 of mny testinony,
Answer 16, there is an extensive quotation that says,

"W conclude that in arbitrations and in setting
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charge no nore to conpetitive LECs for access to
shared | ocal |oops than the amount of |oop costs the
i ncunbent LEC allocated to ADSL services when it
established its interstate retail rates for those
services. This is a straight -forward and practica
approach for establishing rates consistent with the
general pro-conpetitive purposes underlying the TELRI C
principles,” and that quotation goes on to say that we
find that establishing the TELRIC of the shared |line
in this manner does not violate the prohibition of
Section 51-505(d)(1) of our rules and it continues.
That section is one of the rules that you referenced
to ne earlier attached to the First Report and O der
i mpl enenti ng the TELRI C met hodol ogy.

Q And that quote you took from Paragraph
1397

A.  That quote is from Paragraph 139, and
then I have several quotes |I am not going to bel abor
the record by repeating all of ny prefiled testinony
both in this and in ny suppl enental testinony that

clarify that incunbents allocated zero and that the
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price.

Q Wwell, | just want to focus on this
paragraph. You are aware, are you not, Ms. Mirray,
that Ameritech Illinois, which is the incunbent LEC in
this proceedi ng, has never provided a retail DSL
servi ce?

A. | amaware of that discovery response,
yes.

Q oing back to Paragraph 706 for a second,
Ms. Murray?

A.  Yes. Section 706 you are referring to?

Q D d | say paragraph? |I' msorry. Section
706 of the Federal Tel ecommunications Act of 1996
Wul d you agree with ne that that paragraph does not
provide that a particul ar advanced services technol ogy
shoul d be favored over other advanced services
t echnol ogi es?

A. | see nothing in that section describing
favoring or disfavoring any technol ogy.

Q And that section doesn't identify any

particul ar type of advanced services technol ogy; isn't
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A. That's correct. | haven't alleged that
it does.

Q And you agree with ne that there are a
nunber of other types of advanced services technol ogy
that are in the marketpl ace today ot her than xDSL
servi ce?

A. It depends. Wen you say marketplace to
an economi st, you are inviting a market definition
issue. In sonme nmarkets there are other conpeting
technologies. In others, t here are not.

Q Let ne rephrase it to elimnate,
hopeful ly, that concern. You are aware that there are
competitive providers of advanced services using cable
nmodem service; are you not?

A. | amaware that cable nodens exist in
some areas, yes

Q And you are also aware that there are
advanced services providers who use a wireless
br oadband technol ogy to provi de advanced servi ces;
isn't that correct?

A | amaware that at least on a |limted
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Q Are you famliar with any industry
studies of the current subscriber accounts for those
type of technol ogi es conpared to xDSL service?

MR. BONEN: (Objection to rel evance, Your
Honor. | don't see how, whether or not there is
wi rel ess broadband services or cable nodens out there,
has any rel evance at all to what we are tal king about
here which is an arbitration line-sharing for
Amreritech Il1linois.

EXAM NER WOODS: | amgoing to overrul e that.

She can answer.

THE WTNESS: A | have seen sone very
general industry studies. | haven't seen anything
specific to Aneritech Illinois' service territory.

MR BINNI G

Q The general studies that you have seen,
have they | ooked at the U S. market in its entirety,
nati onal market?

A. | think sonme have | ooked at the U S
market. Sone m ght even be broader than that.

Q Do they -- the ones that |ooked at the
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U S. market, do they generally show nore subscribers
of cabl e nodem br oadband services than subscribers of
xDSL services?

A. If you are tal king about a snapshot in
time today, that is generally true. On a broad market
basis that is not true for nost of the studies that
forecast penetration if regulatory barriers to DSL are
renoved.

Q Now, let's move to -- you may think we
are goi ng backward but we are actually making
progress. Let's nove to page 2 of Exhibit 1.0. and
begi nning at line 10, one of the things you say is the
pur pose of your testinony, the first item is that you
are describing the array of unbundl ed network el enents
and interconnection arrangenents that the Conmm ssion
should require Aneritech Illinois to make available to
Rhyt hms and Covad; do you see that?

A.  Yes, | see that |anguage.

Q And I take it, Ms. Murray, that you are
not a network engineer; is that correct?

A. No, | amnot.

Q And you don't have an e ngi neering degree;
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is that correct?

A. No, | do not.

Q You have never worked in a centra
office; is that correct?

A.  No, although | have actually run a junper
and del oaded a cabl e.

EXAM NER WOODS: How long did it take you?

THE WTNESS: Actually, first -- you want to
know?

EXAM NER WOCDS:  No.

MR BINNI G

Q You have never had responsibility for
provi si oni ng unbundl e network el enents; is that
correct?

A No.

Q That's correct?

A Oh, I'msorry. Yes, it is correct that
never have, to make the record very clear

Q And you have never had responsibility for
wor ki ng on outside plant; is that correct?

A. | have never had responsibility for

wor ki ng on out si de pl ant.
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Q (Going back to Section 706 of the Federa
Tel ecommuni cations Act for a second and the subject of
ot her broadband services technol ogi es, other advanced
servi ces technologies, as you sit here today can you
identify for me any cabl e service provider or wreless
provi der who gi ve away broadband access to their
systens for a zero price?

A. | cannot identify any provider of any
service that gives away a service that has a cost,
except on a pronotional basis. And, in fact, at |east
my experience with my own cable provider is that ther e
are indeed giveaways fromtine to tinme where there is
a cost incurred but on a pronotional basis. The
provi der does not charge for the cost. But it is ny
understandi ng that cable providers are not at this
time generally subject to unbundling provisions under
the Act.

Q Let ne ask this. Are you famliar with
the NNnth Crcuit's decision last week in the Gty of
Portl and' s case?

A. Only at the newspaper reporting | evel

Q Is your understanding at that |evel that
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the N nth Grcuit classified cabl e nodem service as a
t el ecommuni cati ons service?

A. 1 don't think I would trust newspaper
reports for what it went to classification

Q So you don't even have that understandi ng
fromthe newspaper report that you read?

A. | don't think the reports were that
specific. They generally said that the ruling was in
AT&T' s favor, and they were at that high |evel of
generality.

Q Let's go back to page 6 of your
testinmony, beginning on line 1.

A. This is the direct still?

Q This is still the direct, Exhibit 1.0.

A Ckay.

Q And you identify in the first bulletpoint
beginning at line 3 there your belief that the
Conmi ssion should require Areritech Illinois to offer
competitors a full nenu of unbundl ed network el ements
in their interconnection arrangenents that reflect al
technically feasible alternatives for unbundling

network functionalities related to |line sharing; do



10

11

12

13

14

15

16

17

18

19

20

21

22

you see that?

A Yes.

Q

You are fam!l iar with both the interim

arbitration award in Texas as well as the fina

arbitrator's report in California?

A

am awar e of both of those.

Q And you are aware that both of those

docunents rejected Covad and Rhyt hns' request for a

menu of splitter configurations?

A

don't think that | would characterize

either of those reports as definitively rejecting it.

The California arbitrator's report, which isn't even a

final order,

simply says that at this tinme, pending a

per manent proceeding that's about to happen any day

now, they are not going to order additional options.

And | think the Texas order is about that |evel as

wel | .

Q

Isit fair to say, though, that neither

one of those orders adopted Rhythnms and Covad's

request for the nmenu of three different splitter

configurations,

A

isn't it?

think it's fair to say that they did
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not order that at this tine.

Q Let's turn back for a second to page 5 of
your testinony beginning at |ine 10, going through
line 13, actually through line 14. You have a
provi sion there that says the manner in which the
Conmi ssion resol ves issues related to the terns,
conditions and prices for line-sharing wll
substantially ef fect the ability of new entrants to
compete with Areritech's data affiliate, especially in
providing residential and small business custoners
with DSL based services; do you see that?

A.  Yes, | do.

Q | amgoing to ask you a hypotheti cal
Ms. Murray, and it is as follows. |If the Comm ssion
were to provide Rhythns and Covad with the exact sane
line-sharing terns, conditions and prices that are
provided to AADs, Aneritech's data affiliate, woul dn't

you agree that Rhythnms and Covad woul d be able to

compete with that data affil iate?
A. Not at all. | think I have laid that
out. | don't want to delay this hearing by repeating

pages and pages of ny direct and suppl enent al
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testinmony as to why it is not the same when you nove
money from one corporate pocket to another and when
you give another conpetitor a real cost.

Q So --

A. That's part of the answer.

MR. BONEN: Well, can she conpl ete her
answer ?

MR BINNIG The question was did she agree
with nme; she said she didn't.

MR, BOAEN: | think she is allowed to explain
why she doesn't agree, Your Honor. That has been the
practice in this case so far

EXAM NER WOODS: | think she did

MR. BOAEN:. She said that was part of her
answer. | will doit onredirect if I need to.

MR BINNI G

Q Sois it fair to say, Ms. Murray, that in
your view if the Conm ssion were to provide Rhyt hns
and Covad with the exact sane |line-sharing terns,
conditions and prices that were provided to
Aneritech's data affiliate, that that i s not a | eve

playing field?
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A. Yes. And you allowed nme to answer with
respect to prices before. Wth respect to terns and
condi tions, because the terns and conditions could be
tailored to AADS s business plans and strategies, it
woul d not be a level playing field to i npose those
ternms and conditions on others with different
strategies.

Q As you sit here today, can you provide me
with any facts that indicate that the terns and
conditions that Aneritech Illinois has tariffed and
provided to AADS in fact are tailored to AADS s
busi ness pl ans?

A | will give you one exanple. It is ny
under st andi ng that AADS, perhaps because of its
advant ages of being affiliated with the incunbent, has
been using an integrated DSLAM splitter configuration
and that there is a virtual collocation set up, in
which | believe it is the case, that the incunbent
through a uni que provision of the nerger agreenent can
operate back and forth on the AADS equi pnent versus
Ameritech's equi pment. Because |ine-sharing was

denied to unaffili ated conpetitors such as Covad and
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Rhyt hnms, those conpani es set up their businesses with
non-integrated DSLAMs and splitters, made arrangenents
with their vendors to get those kinds of DSLAMs and
splitters, and would have to re-train and deal with
their personnel differently.

There is also the issue of the
differential access to the different parts of the
central office. Al those things nean that terns and
conditions that work well for a conpany that has an
integrated DSLAM and splitter, do not work well for a
conmpany that has separate splitters and DSLAMs. And
there are di sadvantages to Covad and Rhyt hnms for being
forced to change their strategies to adopt an
integrated DSLAM splitter strategy, re-train their
personnel, renegotiate their vendor contracts, and so
on.

So that woul d be one exanple that giving
both conpanies the same terns and conditions doesn't
work if those terns and conditions were designed to be
optim zed to one conpany's preferred equi prnent
configuration and not the others.

Q M. Mirray, are you aware that as we sit
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here today AADS does not even provide DSL service for
the line-sharing | oops?

A. | have seen contradictory things in the
testinmony. | believe we have heard testinony and
have seen witten testinony that AADS has integrated
DSLAMs and splitters. So even if AADS does not
currently provide line-shared service, obviously, it
is possible for Aneritech to set up terms and
conditions that benefit AADS s choice to go with the
integrated DSLAM splitter, a choice that was
preconmtted agai nst by Covad and Rhyt hns when they
didn't have the option of |ine-sharing

Q Have you ever seen AADS s busi ness plan?

A. No, but as | believe others have
testified, I heard Ms. Carter's testinmony, | have seen
what's in the public domain about the decision, in
fact including in your testinony here, about the
decision of AADS to use an integrated DSLAM splitter
And, of course, because AADS, by your own data
responses, did not previously provide |line-shared DSL,
it doesn't have the comm tnent problens that were

forced on unaffiliated conpetitors who were denied
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line-sharing. So | can infer the business plan from
all of those facts.

Q And you were here for the testinony of
Ms. Carter. | take it you will agree with me that
Ms. Carter testified that she al so had never seen
AADS' s busi ness pl ans?

A. That is correct. She testified that she
had been relying on public statenments made in
col | aborative forunms in which AADS partici pated.

Q And you have never participated in any of
those public foruns?

A. That is correct; | have not. For that
fact 1 amrelying on Ms. Carter's participation and
the record in this proceeding.

Q Let's go to back to page 5, Exhibit 1.0.
And | want to call your attention to your testimnony at
lines 5 through 10.

A.  Yes.

Q Actually, let me pass on that. Move to
page 9 of your testinony. You have w thdrawn that,
okay. Is it your opinion with respect to fiber -fed

| oops that the Conm ssion should adopt in theory in
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this arbitration a requirenment that Anerit ech provides
line-sharing over fiber-fed | oops?

A.  Yes, that position is laid out clearly in
my verified suppl ement statement in agreenent with
Commi ssi on Wtness G aves.

Q Do you have a copy of the FCC s Line
Sharing Order with you?

A. | don't have it up here.

Q This is my only copy | have here right
now, so | amgoing to have to share it with you. But
I want to recall your discussion to Paragraphs 91 and
92 of the Line Sharing Oder?

A, Yes.

Q And these are the paragraphs that you
rely on for your belief that the Comm ssion should in
theory or at |east adopt as matter of theory or policy
in this case a requirenent that Areritech Illinois be
required to provide line-sharing over fiber-fed I oops;
is that correct?

A. These are certainly paragraphs that
relate to that recomendation, yes.

Q | have got an extra copy here so | wll
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give you that, and follow with ne?

A Sur e.

Q And if you |l ook at the second sentence of

Par agr aph 917

A Yes.

Q It says, "Are subl oop unbundling rules

and presunptions allow ng requesting carriers to

access copper wire relatively close to the subscri ber

which is critical

servi ces using xDSL technol ogy over the high frequency

networ k el enents;
A Yes,

Q And i

for conpetitive carriers to offer

do you see that?
| see that.

s it your understanding that the

subl oop unbundling ruling being referred to there or

the subl oop unbundling rules that were promul gated in

what's comonly referred to as the UNE Remand Order?

A. The citation in Footnote 209 is to | ocal

competition, the Third Reporting Oder which is what

bel i eve i s commonl

O der.

y referred to as the UNE Renand

Q And those subloop unbindling rules

require only that

| LECs provide access to subl oops at
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accessible termnals in the outside plant; is that
correct?

A. | would be really careful about
characterizing it as only. | believe there is a
Il engthy affirmative discussion in the forward portion
of ny testinmony discussing the UNE remand rules with
respect to collocation at the renote term nal and
other allowable points. And rather than agreeing to
some encapsul ated characterization, I would stand by
my testinony.

Q Well, maybe we can turn to the actua
rule. Could you turn to -- do you have a copy of
the --

A. Are you tal king about --

Q The UNE Renand Order?

A. No, | don't have that with ne.

Q | want to show you the rul e adopting
speci fic unbundl ing requirements, 51.319 in the UNE
Remand Order. If you could turn to 51.319(a) which is
entitled "Local Subloop" and (a)(2) which is entitled
"subl oop." Do you see that?

A.  Yes, | see that.
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Q And could you read the first sentence of
that for ne?

A. The first sentence under "Subl oop” reads,
"A subl oop network el enent is defined as any portion
of the loop that is technically feasible to access at
termnals in the incunbent LEC s, that's capita
L-E-C s, outside plant, including inside wire. "

Q Thank you. And if you could turn back to
the Line Sharing Order to the unbundling requirenent
that the Line Sharing Order adds, if you turn to
Appendi x B of that, you will see that there is a new
UNE being added to 51.319? 1It's 51.319(h).

A.  Yes, | have that portion

Q And 51.319(h) is entitled "The High
Frequency Portion of the Loop," is that correct?

A Yes, it is.

Q And 51.319(h) (1) defines the high
frequency portion of the loop. | wll just read it.

It says, "The high frequency portion of the | oop
network el enent is defined as the frequency range
above the voice band on a copper loop facility that is

being used to carry analog circuit -sw tched voi ce band
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transmssions.” Did |l read that correctly?

A.  You read the words on the page.

Q And you would agree that's how the FCC
defines the HFPL under the rule requiring the
unbundling of the HFPL; is that correct?

A.  That is how the FCC defines one of the
things that is required in the Line Sharing O der.
That is by no neans the only thing that is required in
the Order, as you pointed nme to Paragraphs 91 and 92
and ot her parts of the Oder.

Q Isn't it your understanding that Section
51.319 of the FCC s rules defines the specific UNEs
that incunbent LECs are required to unbundl e?

A.  That, you know, is not a |egal opinion
but a lay opinion, is a place where there is specific
unbundl ing requirements. But in the previous answer |
pointed you to the UNE rermand requirenment or
collocation at the renote termi nal which specifically
requires placenent of DSLAMs on co-equal ternms. And
as | pointed out, under a new technol ogy that the FCC
did not consider in either the Line Sharing O der or

the UNE Remand, SBC is now placing the DSLAM
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functionality on line cards in the renote term nal
and that changes the whole ball gane.

Q Let's nove to page 16 of your exhibit
1.0.

A.  Sixteen?

Q Sixteen. And, actually, it starts on
page 15, Question and Answer 14 starting on line 18 of
page 15.

A. Just a second. | seemto have these a
little out of order here, Question and Answer 14.

Q Yes. In the last sentence of the first
paragraph of this answer, it appears starting at |line
1 through 3, you are tal king about, what | would call,
the recurring cost of the loop there; aren't you?

A.  Yes.

Q And you state at lines 1 through 3 on
page 16, that "In econom c parlance, the vast majority
of the costs of providing various portions of the |oop

bandwi dth are joint or shared costs;" do you see that?
A.  Yes.
Q And I take it, it's your opinion that

that definition of joint costs is consistent with the
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FCC s use of the term"joint costs"” inits First
Report and Order?

A Yes. And with the use of joint costs in
the approval of the SBC-sponsored Pacific Bell retai
interstate ADSL tariff.

Q And so to nake sure | understand, you
believe that the recurring costs of the |oop, because
it's now being shared by two services, is a joint
cost; is that fair?

A. To be very careful, it's not nerely the
fact that it's shared but the fact that the cost does
not change, whether the incunbent provides one, both,
or both of the services, either one or both, but goes
to zero if it provides neither

Q That's fine. And what you are proposing
inthis arbitration is that a hundred percent of those
joint costs be allocated to the | ow frequency portion
of the loop and zero to the high frequency portion; is
that right?

A. | propose that the existing allocation of
assi gni ng one hundred percent of those costs to | oca

exchange voi ce grade services persist because the FCC
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has said that that is a reasonable allocation for
these purposes and because, otherw se, we would be
al l ocating nore than one hundred percent of the | oop
costs if we did not go back and change other prices
that were designed to recover those | oop costs.

Q Soin your viewit's reasonable to
al l ocate a hundred percent of those joint costs to the
| ow frequency portion and zero percent to the high
frequency portion?

A, Yes, just as it is reasonable to assign a
hundred percent of the cost to POITS service and zero
percent of the costs to interstate access services
when we put the carrier common |ine charge to zero
because it doesn't cause any fixed | oop cost to be
i ncurred.

Q Let ne ask you a hypothetical. Are you
famliar that Covad has entered into an agreenment wth
ICG to devel op what's called Voice-over DSL?

A No.

Q Have you ever heard of the term
"Voi ce-over DSL"?

A Yes.
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Q You are aware that it's a technol ogy
that's being tested today?

A.  Yes.

Q Let's assune that Covad or Rhythns begins
to enpl oy Voi ce-over DSL.

A. | have that assunption

Q And we are in a line-sharing situation
and as a result the I ow frequency portion of the |oop
becormes used for only the foll ow purposes,
energency-type 9-1-1 purposes and Lifeline purposes.
Why don't you assune that?

A | will rmake that assunption however
inplausible it seenms. But if you want this for
pur poses of your hypothetical, | wll.

Q If that were to occur, would you agree
that allocating a hundred percent of the joint costs
to the I ow frequency portion of the |loop and zero
percent to the high frequency portion would no | onger
be reasonabl e?

A. | would say froman econom st's
standpoint that it is reasonable to allocate one

hundred percent of the cost of the loop to the
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function of providing access to the |ocal exchange
network. Now, if in your definition, having the
E9-1-1 access and so on is the access to the |oca
network and everything el se doesn't change the price
of the loop, there is no other reasonable allocation
unl ess you are willing to do individua
subscri ber -based differential pricing. Because,
otherwi se, you have to offer a different price for al
of those services. The custonmers will only get E9-1-1
access and so on versus custonmers who take that, plus
toll, that plus toll plus DSL, a whole array of
services. |If you are not going to make subscribers
pay for nore than a hundred percent of the |oop they
use, that is the only reasonable allocation, yes.

Q Let's go back for a second to the subject
that | asked you a coupl e questions about in terms of
having a | evel conpetitive playing field between AADS
Ameritch Illinois' advanced services affiliate and
non-affiliated providers of DSL services. | think in
response to nmy question one of the answers that you
gave as to why you didn't think there was a

conmpetitive playing field was because of -- and |
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thi nk you focused on the parent, the ultinmate parent,
SBC, earning a greater return than the unaffiliated
DSL provi der coul d?

A. Either earning a greater return or for
the sane return AADS being able to offer DSL services
at what, to the affi liate would be a | oss, but not a
loss to the parent itself.

Q Let's focus on that first scenario of SBC
earning a greater return conpared to an unaffiliated
DSL provi der. | amgoing to ask you anot her
hypot hetical. Let's assunme that Covad buys an entity
that provides | SP service.

A. | have that assunption in mnd

Q It doesn't have to be called Blue Star
but an entity that provides ISP service. And let's
assune that that 1SP service is highly profitable.

A. | have that assunption in mnd, also.

Q Wuld you agree that it would be fair to
conmpare the return that Covad is able to earn on al
of its services with SBC s return on the provision of
advanced services?

A, No, | would not. Covad does not contro
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any bottl eneck nmonopoly inputs. The return that | am
concerned about is the return on bottl eneck nonopoly
i nputs.

Q So in your view when you are conparing or
when you are establishing a | evel playing field, when
you are tal ki ng about an incunbent LEC, you | ook to
the parent's potential return. Wen you are talking
about a conpetitor, you don't |ook to any parent
potential return; is that fair?

A. No, that is not fair. | look to the
return to either corporation total froma bottl eneck
monopol y i nput because that is froman econom st's
standpoi nt what nakes a difference to the effective
conmpetition in the marketpl ace.

MR BINNIG Your Honor, | have no further
questions at this time.

EXAM NER WOODS: M. Reed?

MR. REED: Ms. Miurray, | have been doing this
a long tine.

THE WTNESS: That makes two of us.

MR REED: | could tell. And there is no way

on this earth 1'mgoing to -- | could probably go
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somewhere with a question, but I"'mjust afraid of the

answer I"'mgoing to get. So | have no cross.

THE WTNESS: Fair enough, sir.

MR. REED: Thank you very much.

EXAM NER WOODS: Any redirect?

MR BOMNEN:. Can | have a nonent, Your Honor?

EXAM NER WOODS:  Sure.

(Wher eupon the hearing was in a

brief recess.)

EXAM NER WOODS: Back on the record.

REDI RECT EXAM NATI ON

BY MR BOVEN:

Q

you recal |

Ms. Murray, just a fewon redirect. Do

cross fromcounsel from Aneritech on the

references in your cost analysis to the HAl nodel and

in particular to the ACF?

A

Q
A
Q

Yes.
VWhat does ACF stand for?
Annual Cost or Annual Charge Factor.

And | think you characterized the use of

a portion of the Hatfield data as mnor. Could you

expl ai n what you nean by that?
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A Yes. Al that we have done is use a
formula that's in that nodel. It's very conmon in
cost nodeling, and it sinply is used to convert a
dol I 'ar val ue of investnent into an annual cost to
recover that investnment given a particul ar
depreciation life and a particul ar cost of noney. The
formula is very comonly used, not particularly
controversial. But because Ameritech's cost studies
are proprietary, | didn't want to use the formula from
their studies.

Q Can you expl ain what you neant by your
reference to the FCC s uni versal service cost
anal ysi s?

A.  Yes. The FCC has adopted a nodel for

pur poses of cal cul ating the universal service costs.
It is a publicly available nodel. It is a nodel that
currently can be downl oaded fromthe FCC website, and
it has a formula for an annual charge factor that is
virtually identical to the one in the HAl nodel

Q You gave an answer that | just have to
follow up on. In response to M. Binnig when he asked

does the Act nmake any reference to retail rates with
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respect to the appropriate cost and for TELRIC, and
you woul dn't agree that it didn't, can you explain
what you neant by that answer in the line-sharing
cont ext ?

A. The FCC, and | believe I in subsequent
questions and answers read a portion of the Line
Sharing Order, the FCC has specifically found that its
TELRIC pricing rules are consistent with a zero price.
And in the discussion of the Line Sharing Order, a
part of the rationale for that is taking into account
the allocation of the remaining | oop cost to retai
pur poses.

Q And do you recall cross fromM. Binnig
about the exi stence of other types of broadband
services including cable nodens and w rel ess broadband
servi ces?

A.  Yes.

Q And do you recall himasking a question
as to whether or not providers of those services gave
them away, as he put it?

A.  Yes.

Q Do you have an opinion as to whether or
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not pricing of line-shared service above zero woul d
have any beneficial effect on investnent in those
ot her kinds of technol ogi es?

A. M opinion on that, as described in ny
suppl enental verified statenment, is that it woul d have
a negative effect. If you price sonmething at a price
that reflects a cost that doesn't exist, you encourage
inefficient investnent in facilities, not efficient
investment in facilities. The correct conpetitive
outcome is for each of these technol ogies to conpete
based on the real increnental costs that using those
technol ogi es causes. If it is in fact the c ase that
it's nore efficient to offer advanced services in a
line-shared node, as we do with DSL in a line-sharing
node, then that should be the outcome of that, that
woul d be the outcone in the conpetitive market.

Again, there are a nunber of quotations fromthe
incumbent's retail federal filings that enphasize this
point, and I won't bel abor that now.

Q Now, if a carrier were to purchase a
network elenment at TELRIC and the TELRIC is zero, is

it your opinion that that carrier would be gaining an
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unfair competitive advantages over other carriers?

A. No. As long as the carrier pays prices
that recover all of the costs that the carrier causes
the incunbent to incur, there is no subsidy and no
unf ai r advant age.

Q Now, at |east once, and perhaps nore in
response to M. Binnig s questions, you referenced a
subscri ber paying nore than a hundred percent of the
cost of the loop. Can you explain what you nean by
t hat ?

A. Yes. Right now!l aman Amreritech
Il1linois subscriber to voice grade services. M
understanding of the retail pricing in this state is
that the prices were designed and approved by this
Conmi ssion to be just and reasonabl e based on the
costs. And as we have heard extensively in t estinony
fromcounsel, if nobody else, Aneritech -- neither
Areritech nor its affiliate provided |line-sharing
bef ore so, obviously, none of those costs were being
all ocated to the high frequency portion of the | oop

So now you have subscri bers who have been

payi ng on average for a hundred percent of the costs
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of the loop that they use. And if we go out w thout
reduci ng any of those retail rates and add a 50
percent charge to be recovered through the
line-sharing, then if they buy DSL, they are going to
be -- those subscribers who buy DSL will be paying for
150 of their loops. That's not fair.

Q And then a final area, as M. Binnig was
wal ki ng you through Paragraphs 91 and 02 of the Line
Sharing Order, let me just ask if you have those up
there with you?

A, Yes, | do.

Q And also keep in mnd, please, your
di scussion with M. Binnig concerning the section of
the FCC s actual rules. | think | wote your answer
down correctly in part. You said that the existence
of fiber-fed DLC configurations in SBC s service
territory where SBC now can place a DSLAM on the |ine
card in the RT, | think your words were changes the
whol e ball gane. Do you recall that answer?

A.  Yes.

Q Referencing again Paragraphs 91 and 92 in

the Line Sharing Order, can you explain what you nean
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by that statenent?

A. Yes. If you look at the portion of
Par agraph 91 to which counsel for Ameritech pointed
me, there is a discussion of the subl oop unbundling
rules allowi ng access to copper wire relatively close
to the subscriber which is critical for a conpetitive
carrier to offer services using xDSL technol ogy over
the high frequency network elenment. The problemis
what that would allowis for a carrier such as Covad
or Rhythnms to collocate a standal one DSLAM at a renote
termnal. Renote terminals typically serve only a few
hundred subscri bers. O those few hundred
subscribers, sonme percentage, certainly |less than
hal f, this day and age, are going to be taking DSL
services. O that less than half, an individua
carrier such as Covad or Rhythnms is only going to win
a certain percentage of the market.

Let's assune for at least initia

purposes we are tal king about their w nning 10, 20
customers per renote termnal, actually a pretty
decent result for a new entrant into the market. A

DSLAM i s a piece of equi prent designed to serve nany,
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many nore customers than that. So Covad or Rhyt hns
woul d have a cost profile where it had to place a

st andal one pi ece of equi pnent designed to serve

hundr eds, thousands or nore custoners perhaps, whereas
Aneritech's data affiliate, AADS, because it would be
able to use this DSLAMthat's built onto a line card
that right now can be down to the | evel of the DSLAM
for two to four custoners per card, has a unitized
cost that allows it very cost effectively to serve a
smal | handful of custoners at the RT.

If the only kind of collocation or
competition available to Covad and Rhythns is to use
t he subl oop unbundling and to place a stand -al one
DSLAM at the RT, that's not the sane terns and
conditions on which AADS is going to be able to
conmpete on the Project Pronto archi tecture. The FCC
did not have that before it in either the remand
proceeding or in the line-sharing proceeding. And
that's why | said it's changed the whol e ball gane.
We are tal king about a conpletely different
technol ogi cal profile now.

The UNE Renmand Order, though, does
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address this in principle when it says you have to |et
conmpetitors collocate on the sane terns and

condi tions, collocate their DSLAMs on the same terns
and conditions. A DSLAMon the line card is the sane
terns and conditions that AADS will experience.

MR. BONEN: That's all | have. Thank you

EXAM NER WOODS: So is that what you are
asking for in this arbitration order, the ability to
col locate with a DSLAM on a |ine card?

THE WTNESS: That is part of what we propose
as one of the options. W are not ruling out the
option -- | propose the entire menu. W are not
ruling out the option of placing a stand-al one DSLAM
and usi ng subl oop unbundling, but we certainly want
the option of using this new technology that is nore
cost effective.

EXAM NER WOODS: M. Binni g?

MR BINNNG | do have sone additional

questi ons.

RECRCSS EXAM NATI ON
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BY MR BINNI G

Q Your response to M. Bowen's question
about the Hatfield nodel and the cal culation of the
enroll charge factor, you nentioned two of the inputs
to that factor include depreciation |life and cost of
noney?

A.  Yes.

Q And the hat field nodel does not use
either the cost of noney or the depreciation life that
the Illinois Commi ssion uses in its TELR C studi es;
does it?

A. But we didn't use the depreciation life
or cost of money fromthe Hatfield nodel, necessarily.
My Exhibit 1.5 shows what inputs we used for that, the
depreciation lives and cost of noney. W literally
used the formula and plugged in user adjustible
i nputs. And we used a cost of noney that was higher
than the one that was done in the Ameritech study,

t hought .

Q Wth respect to M. Bowen's questions to

you about what he referred to as subscribers paying

more than a hundred percent of the |oop, and I believe
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you testified it was your understanding that retai
prices were set in Areritech Illinois' rates to
recover a hundred percent of the loop costs; is that
right?

A. | believe ny testinony is that they were
set to recover what this Conm ssion has deenmed to be
just and reasonabl e without any allocation of | oop
cost to the high frequency portion of the | oop

Q And you are aware, are you not, that
Ameritech Illinois' retail rates have been subject to
price cap regul ation since 194?

A. | have heard that testinony, yes.

Q And isn't the purpose of price cap
regul ation to divorce prices fromcosts?

A. The purpose of price cap regulation
di vorces specific service prices fromchanges in costs
but usually there is a start -up revenue requirenent
where prices and costs were |linked. And the theory of
price caps is that, if anything, the efficiency
i ncentive should drive the service specific costs
| ower than what the revenues allowed were. So | don't

think you can say that it's totally delineated or el se
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you couldn't make a finding of just and reasonable
return.

Q Is it your understanding that there has
been any rate of return analysis of Ameritech
Illinois' retail rates since price cap regul ati on was
adopt ed?

A. | have no know edge one way or the other

Q So you don't know in fact whether retai
prices today in fact recover the full price of the
| oop?

AL Only to the extent that, independent of
price caps, | believe there are price floors based on
the long run service incremental cost or LRSIC
met hodol ogy, and that would be the rel evant costs that
we are tal king about here. So if the prices are not
recovering costs fromthat standpoint, Ameritech would
be impermssibly falling belowits price floors, as |
understand that. And that woul d be considered
anti -conpetitive separate and apart fromprice cap
rul es.

Q Don't LRSIC floors apply only to

competitive services in Illinois?
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A | believe that is correct. For the
non- comnpetitive services such as residential services,
to the extent there is a shortfall, you would be
tal ki ng nore about universal service than the LRSI C
rul es.

Q And with respect to the | oop costs that
are at issue here, aren't we really tal king about --
you don't deny that there are costs associated with
the provisioning of a loop facility; is that correct?

A. | certainly recognize that there are
costs associated with provisioning | oops, yes.

Q So what we are really tal king about is
the allocation of the cost of that facility when it is
shared between two services, aren't we?

A W need to be a little bit careful about
the use of the term"provisioning." Usually,
provi sioning costs refer to the kind of costs that we
are tal king about in the non-recurring cost context,
|li ke placement and renoval of junpers. And we have
got separate costs and prices for that in this
arbitration.

Q Let's talk about the recurring costs so
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we are clear. Aren't we really tal king about the
proper way to allocate those recurring costs between
two services sharing the sane facility?

A. That's certainly what Aneritech has put
on the table, a proposed allocation that would lead to
150 percent recovery.

Q \What Ameritech has proposed is allocating
50 percent of that cost to the HFPL; is that correct?

A.  Yes, and not reducing any of the services
that previously recovered that 50 percent.

Q And what Rhythns and Covad are proposing
is allocating a hundred percent of that cost to the
| ow frequency portion of the |oop and none to the high
frequency portion; is that correct?

A.  Yes, as has been the case in Illinois
hi storically.

Q | think that's all | have. Ch, | do have
one nore, Your Honor, sorry. You referred to a
collocation requirenent in the UNE Remand Order, |
believe, in response to one of M . Bowen's questions.
Coul d you give me a specific cite to the UNE Renand

Order that you are tal king about?
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A | amaqguilty of packing up that material,
but it is referred to in the beginning portion of ny
verified statement and ny direct statement in the
di scussion of collocation at the renote termnal.

Q Is that in the part of the testinony
that's been stricken or has been w t hdrawn?

A. No, it is not.

Q Do you have a copy -- do you still have

or did you throw it away?

A. | just packed it up.

Q | just wonder if you could give that cite
to ne.

EXAM NER WOODS:  Can that be provided
t onor r ow?

MR BINNIG Sure, so long as we get this
cite, that's all.

THE WTNESS: That's easy. Sure.

EXAM NER WOODS: M. Reed, did you want to
ask anything on recross?

MR REED: No, | learned nmy lessons well in
| aw school, M. Exam ner.

EXAM NER WOODS: Let's go off the record.
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(Whereupon there was then had
an off -the-record
di scussion.)

EXAM NER WOODS: This cause is continued to

June 30 at 9:00 a.m

(Wher eupon the hearing in this
matter was continued unti
June 30, 2000, at 9:00 a.m

in Springfield, Illinois.)
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